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PREFACE 


In my other work, “The Practical Work of a Bank,” 
the subject of Credit is exhaustively treated, but with 
particular reference to the fundamentals of credit as 
applied to any credit risk. 

The present work has been prepared at the request 
of my publishers for a simple, concise work on the sub- 
ject of Commercial Paper, that would not impair the 
value of the other work, to which the reader is referred 
for more extended treatment of many phases of credit, 
collateral to the present subject. To attempt to treat 
these herein would be a restatement of what has already 
appeared under the same authorship. 

Inasmuch as Commercial Paper now forms one of the 
principal assets of the banks of this country, and the 
credit risk must be ascertained by analytical processes 
that differ from those employed where the borrower is 
personally known to the lender, I have attempted in a 
limited scope to outline the basic processes by which the 
worth of Commercial Paper may be determined. 

While much has been written concerning Credit, to 
my knowledge no work has yet appeared which attempts 
to apply abstract principles to concrete cases, and I 
have, therefore, after giving a brief treatment of the 
subject of Credit and Commercial Paper, devoted the 
remainder of the work to the analysis of actual state- 
ments submitted by brokers. 

It must be assumed that in every case the credit seeker 
complies with the rules laid down in the other work men- 
tioned as to character and capacity, this work being de- 
voted solely to an impartial and impersonal review of 
cold facts submitted, from which we attempt to form a 
conclusion as to the ability of the maker of the paper to 
meet it at maturity. The figures are actual transcripts, 
with names, places and dates changed for obvious rea- 


sons, thereby giving actual conditions for our considera- 
tion. W. #H. K. 


New York, January, 1924. 


COMMERCIAL PAPER 
THE PURPOSE OF CREDIT IN BUSINESS 


In the conduct of business, large or small, it becomes 
needful and proper that credit be used for the purpose 
of obtaining goods on deferred payments, or for bor- 
rowing money with which to purchase goods, raw mate- 
rial, etc., and to carry on the various financial operations 
incidental to business dealings. The form which the 
credit takes depends upon the customs of the business as 
they have developed through the course of years. In_re- 
tailing, credit usually takes the form of book accounts, 
and this form of credit is doubtless the most common in 
this country. But in order to be in position to extend the 
book credit, borrowing in one way or another must be 
resorted to. Open account credit prevails largely in 
wholesaling also, but the borrowing methods may be said 
to be more scientific, in that more accurate knowledge of 
the borrower’s condition is obtainable, the bookkeeping 
systems are better, and more careful audits are made 
from time to time, so that the exact status of the concern 
may be known to the creditors at stated intervals. 


Tuer AVENUES OF BORROWING 


The avenues of borrowing in business consist of: 

(a) Private loans from relatives or friends, and 
money of employees left in custody of the firm for in- 
vestment purposes. 

(b) Direct loans from the home bank payable on de- 
mand or at a stipulated time; and indirect loans, other- 
wise known as discounts, which are purchases by the 
bank of the firm’s “Receivables,” meaning the promis- 
sory notes taken by the firm in the course of business. 
(As a rule, banks are limited in their lending power, and 
can loan only a certain proportion of their capital and 
surplus to a single interest but the law recognizes the 
difference between a direct and an indirect obligation, 
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and does not so closely restrict the amount that may be 
loaned indirectly in the form of customers’ receivables 
discounted. ) 

(c) Loans in the form of commercial paper, which is 
a floating debt, scattered broadcast and held by banks. 

(d) Borrowing in the form of bond and stock issues 
and mortgage loans. This work treats principally of 
form (c). 


COMMERCIAL PAPER AS SECONDARY RESERVE 


The deposit obligations of a bank of discount being 
payable on demand or at short notice, it becomes neces- 
sary to either carry a large cash reserve, or a line of 
investments that can readily be converted into cash to 
meet an urgent call for funds, The banking public is 
fickle and is liable at the slightest provocation to start 
arun. Until a few years ago bonds were considered the 
most reliable form of investment to fall back upon in 
such emergencies, but as the liquiditv and soundness of 
commercial paper has become manifest by experience, 
it has been growing constantly in favor with bankers as 
a secondary reserve. 

In panicky times even the best of securities can be 
sold only at sacrifice prices, and to borrow is not easy, 
for the reserve banks may be in the same predicament 
as the would-be borrower, as was the case in 1907 and 
again in 1914*. 

SEASONAL DEMANDS 


Banks have seasonal demands, depending upon the 
locality and the clientele served. At certain times 
there will be an active demand for money, and at other 
times funds will accumulate. To allow money to remain 
idle in the vaults or at the nominal rates paid by de- 
pository banks, (about 2 per cent.) would be unwise. 
To purchase bonds of short maturity is often difficult 
and sometimes impossible; but commercial paper may 


*Since the Federal Reserve System became operative, rediscounting of 
eligible paper makes it possible for banks to obtain funds at short notice 
and under. practically any condition, making commercial paper (which is 
eligible) a perfect secondary reserve. 
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be had at any time and maturing at any time desired. 
Being under no obligation to renew, the bank may rest 
assured of payment at maturity, and in all banks having 
seasonal demands, this form of investment is favored. 
For example, in the Christmas Club, now widely in 
vogue, the money comes in steadily during the year, 
but must be returned in December; therefore banks 
having this feature will buy commercial paper maturing 
about the first of December in order to be in funds for 
the annual distribution, a few weeks later. Commercial 
paper forms a perfect investment under such conditions. 

The Federal Reserve Act has given new dignity and. 
force to commercial paper by reason of the fact that the 
Federal Reserve Banks stand ready to rediscount all 
paper that conforms to certain requirements, these re-- 
quirements being in brief, that the paper shall arise 
from a business transaction and be of short duration. 
The Federal Reserve Banks may in turn use the paper 
as the basis of note issue, the Act contemplating in sub- 
stance, that having 40 per cent. in gold and 100 per 
cent. in eligible paper, Federal Reserve Notes may be 
issued up to the face value of the paper discounted. 
Therefore as long as the banker holds eligible paper, he 
can rest assured that he can turn it into a circulating 
medium through the Federal Reserve Bank, a process 
having untold possibilities for good in the commercial 
world. 

Many bankers are now investing in commercial paper 
solely as a secondary reserve, regarding it next to cash 
in its liquidating possibilities. Fixed assets, such as 
bonds, however good, do not by the process of consump- 
tion automatically turn into money, for a purchaser 
must be found before cash can be realized; but com- 
mercial paper being issued for the purpose of purchas- 
ing raw material, or stock, will automatically be turned 
into cash by the consuming power of the public. 


THE ADVANTAGES OF COMMERCIAL PAPER 


The advantage of commercial paper to the banking 
world lies in the fact that the bank may, by scattering 
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its maturities, have a steady inflow of money from loans 
which it is under no obligation to renew, and by reason 
of the scattered risks have better risks, and often better 
rates than the home market affords—at least productive 
use for all its funds all the time. It need have no idle 
money. 

The advantage of commercial paper to the business 
world, lies in the fact that the borrowing field is more 
extensive and the rates of interest are often lower than 
the home banks would charge. ‘There is also a distinct 
profit in the discount obtained for cash. The risk lies in 
the possibility of being unable to renew the loan at ma- 
turity; for paper held by banks in various parts of the 
country which have no sentimental interest in the bor- 
rower’s affairs: may be forced to collection, whatever 
business conditions might be. 


COMMERCIAL PAPER LOSSES 


‘Commercial paper has had 2 remarkably clean record 
in this country and substantial evidence of its intrinsic 
soundness, In the panic of 1907, during a period of 
twelve days one firm of -paper brokers had ten millions 
of paper maturing through their office, every dollar of 
which was paid without renewal. In one bank handling 
a large line of single-name paper, seventy million dollars’ 
worth of paper has been purchased during a period of 
ten years, with a loss of but $5,000 temporarily delayed 
owing to liquidation of the maker’s business. Another 
bank has handled ten million dollars’ worth in ten years 
with a loss of but $4,000. 

According to figures compiled by the National Credit 
Office, a company which collects facts regarding com- 
mercial paper offerings, there are approximately 3,700 
concerns in this country which sell their paper in the 
open market, and which have capital in excess of $250,- 
000. Between January 1, 1920, and July 1, 1921, the 
paper of these concerns sold amounted to approximately 
$4,090,000,000. Three-fourths, or three billion dollars, 
of this paper was met at maturity. Only 2.4 per cent. of 
these firms issuing paper found it necessary to ask indul- 
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gences on the part of the banks holding the paper. Sixty 
per cent. of the last-mentioned firms were scheduled to 
pay in full, while only $18,700,000, or .0047 per cent. of 
the total paper issued was estimated to prove a loss. 
(Figures compiled and published July 25, 1921.) 


ORIGIN OF SINGLE-NAME PAPER. 


Single-name paper is an outgrowth of the Civil 
War. Prior to that time it was the custom of the mer- 
chants to make periodical visits to the trading centers 
and order supplies sufficient to last several months. 
Owing to the crude state of transportation and slow 
delivery, it was necessary that large stocks be purchased 
on long-time credit, the merchant giving his note in 
payment. By reason of the uncertainty of the amount 
that would be received in cash at the maturity of the 
instrument, due to the Greenback disturbances, this 
process was attended by the danger of a depreciating 
currency. To obviate this possibility, it became the cus- 
tom to offer concessions for cash payment. The buyer, 
therefore, had as an inducement to pay cash, a flat re- 
duction in the amount of the bill; but in order to obtain 
this reduction he had to have available cash funds. He 
could obtain these funds from one of two sources: Di- 
rect borrowing from his bank, or the general money 
market. If his bank was not large enough to accommo- 
date him he could not obtain enough credit to carry on 
large operations, however good his credit standing 
might be. What more simple, therefore, than to make 
a statement of his business affairs, attested as to its 
accuracy by a disinterested party, and fortified by this 
information, offer his promissory note to whomsoever 
would buy? But in order to find a purchaser, it was. 
necessary that there be a middle man who could give 
his entire attention to such financial operations. The 
note broker, therefore, came in between as a necessity, 
to find a market for the paper. 

The market for single-name paper was originally 
New York City, extending to Philadelphia, Boston and 
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the East, but gradually widened, so that banks in 
all parts of the country now buy commercial paper in 
ever-increasing quantities. At first only the great dry 
goods firms in New York which did a large commission 
business, and made advances to mills, were obliged to 
seek credit outside of their ordinary banking circles, 
because the banks were not large enough to give the 
firms a sufficient line of credit. They then went to 
other cities and offered their paper, either the accept- 
ances of the mills or their single-name paper. These 
were “acquaintance sales” and based, not on facts sub- 
mitted, but upon the personal knowledge of the names 
offered. The late James G. Cannon said that one of his 
first recollections in the banking world was being sent 
out to offer money to dry goods houses which his board 
considered good. 


THE DEVELOPMENT OF SINGLE-NAME PAPER 


The credit department, as a department of the bank, 
dates from about 1890, when there were not over six 
credit departments in operation. In 1895 the executive 
committee of the New York State Bankers Association 
adopted a resolution recommending that member banks 
ask for written statements. In 1898 the National Asso- 
ciation of Credit Men adopted uniform statement 
blanks, and in 1899 the American Bankers Association 
at Cleveland adopted uniform property statements. 
These efforts were the beginning of banking credit re- 
search, as a necessary adjunct to the purchase of com- 
mercial paper. 

This development is aptly described by Mr. EK. D. 
Page in Trust Companies for March, 1914. 

“Up to 1861,” he says, “these credits had followed 
the system then employed and still employed in Great 
Britain for that purpose. The records of my business 
show that in New York City alone there were over three 
hundred wholesale dry goods merchants, selling goods 
to Western and Southern retail houses, and financing 
the merchandise sold for a long enough term to provide 
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for its complete turnover and cash liquidation from the 
proceeds of the crops. The customary term of that 
credit was eight months, and one, or at the most two, 
liquidations per annum were all that were commonly 
expected. The retail buyer had no general credit; he 
established relations with one or two wholesalers who 
made themselves familiar with his character, his ability, 
and the conditions under which he made his sales. The 
fabric of the trade was built up upon this intimate 
knowledge of personality, which often resulted in the 
complete assumption of a buyer’s indebtedness by a 
single wholesaler in each of the merchandise lines which 
he handled, dry goods, groceries, leather goods, hard- 
ware, etc. The goods themselves were mostly staple, 
accumulated by the wholesaler in anticipation of his 
busy season, and purchased in his warehouse by the 
personal selection of the buyer. The guods were then 
billed, the bill approved by the buyer, and settled im- 
mediately either by a note or draft for acceptance at 
eight months’ sight. The transaction so far as the 
sale was concerned was closed; the seller knew exactly 
the amount and term of the credit extended, and the 
buver often pledged himself to seek no further credit 
until the note was paid. 

“At home he had no credit, for there was nobody to 
extend it; the country bank was almost unknown; its 
functions, so far as they were the needs of a rural or 
semi-rural community, were performed, in large meas- 
ure, by the retail merchant himself, who traded upon 
an elaborate system of accounts receivable and payable, 
which needed very little cash. My father, who gradu- 
ated from one of these country stores, has often told 
me that they frequently went through a week’s business 
without seeing so much as five dollars in real money. 
At the harvest season the consumer settled by turning 
over his crop to the retail merchant; he in turn shipped 
it to a market, where it was sold and with the proceeds 
the note was paid. 

“The farmer was so dependent upon the credit ex- 
tended by the country merchant, and he upon that given 
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by the wholesaler, that the seller, practically, charged 
whatever prices he pleased for his merchandise, profits 
were several times what they now are under our cash 
system, and New Yorkers who had never done a busi- 
ness of over three or four hundred thousand dollars a 
year retired early with fortunes or competences. ‘To 
obtain money with which to pay the manufacturer or 
importer for his stock in trade, the wholesaler discounted 
the notes of the country merchant, of course endorsing 
them, and thus made the double-name paper to which in 
some quarters it is hoped we shall soon revert. 

“But the system had other disadvantages than those 
of excessive profits due to credit control. It was easy 
to counterfeit the bill receivable with the endorsed ac- 
commodation note, and great losses ensued in various 
lines of trade from this practice. A crop failure or 
other disaster in any section not onlv hankrupted its 
local merchants, and dishonored their paper, but strained 
cr broke the wholesalers operating in that region. At 
the outbreak of the Southern hostilities, every merchant, 
save one, in this city who sold the Southern trade either 
went bankrupt or compromised with his creditors. And 
the fluctuations of the currency combined with the 
scarcity of merchandise during the war period, did the 
rest. We emerged from the struggle with totally 
changed customs of trade. The wholesale business was 
on a cash basis, thirty days being the average credit al- 
ees The manufacturers sold their wares on the same 

asis. 

“This system continued satisfactory till the depres- 
sion following the panic of 1878. By this time the num- 
ber of dry goods jobbing houses in New York had been 
reduced to some thirty-five, and new wholesalers had 
sprung up throughout the West and Southwest. Far- 
away retail credits were no longer handled in New 
York, except through the medium of the regional job- 
ber, who soon came to have a credit of his own, based not 
on the carrying of merchandise, but upon that vastly 
better and more fluid asset, the possession of short-term 
accounts receivable due him from his customers. That 
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these accounts receivable have disadvantages it must be 
conceded; for the date of their liquidation is generally 
more elastic than that of a note. They, however, are 
not only established by custom, but enforced by a vig- 
orous competition for sales, which is not likely to be 
done away with. 

“They have besides another reason for existence of 
perhaps a more permanent nature. Goods are no longer 
selected in the warehouses of the seller, examined and 
accepted on the spot. In this case the buyer took the 
risk of their being suitable for the needs of his clientele 
—caveat emptor. Modern merchandise in many com- 
plicated forms is today, in fact, distributed by drum- 
mers, who sell exclusively from samples, and generally 
for future delivery at a more or less distant date. The 
goods are not accepted until they arrive at the store of 
the buyer and sometimes not then. The seller guaran- 
tees them to correspond with sample, to arrive in time 
for the season’s business, and to be reasonable in price. 
Often guarantees, explicit or implied, are entered into 
as to their desirability. And so the modern business of 
commodity exchanges is further complicated with zm- 
plied warranties, which stand in the way of any fixed 
and definite settlement of the amount due, so that it 
should become the basis of a promissory note. Implied 
warranty, as distinguished from caveat emptor is now 
the legal status of a very great part of the commodity 
exchanges of this country, and it is doubtful if it can 
be done away with or even that it is desirable that it be 
done away with, so firmly is it fixed in the customs and 
habits of the one million seven hundred thousand firms, 
corporations and individuals, who are doing business 
over the breadth of this land. 

“Therefore the material no longer exists for the four 
months, six months or eight months bill receivable in 
transactions among the large houses in the wholesale 
trades. And merchants rightly refuse to be annoyed 
and impeded with notes liquidating short-term credits, 
especially where the exact amounts payable are contin- 
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gent upon the fulfillment of implied warranties involved 
in the sale. 

“In recompense we have the system of cash or short- 
time settlements in the distributing lines of trade, and 
best of all the local extension of credit through the coun- 
try bank, which has been evolved in response to this ne- 
cessity. If by reason of slow collections, crop failure or 
other local disaster, the retailer is unable to meet his 
obligations to his regional wholesaler, he has two re- 
courses. The first is his local bank. The local banker 
lives beside him. No one better than he is the judge 
of his character, of his ability in management, of the 
investment of his means, the three criteria of credit. 
And so, many a country merchant whose statement 
would not go current for credit in the great city is pre- 
served to the life of trade by reason of his character 
and ability, known by a neighbor, as is only possible at 
short range. 

“He may, indeed, perhaps obtain an extension of his 
overdue account with the wholesaler, by giving notes 
which will carry the account over to a more favorable 
season, and thus produce that insignificant element of 
double-name paper so highly esteemed by theorists in 
banking, and fondly supposed by students of foreign 
practice to be equivalent to the bills of exchange current 
on the discount markets abroad. They do indeed look 
like them, but there their similarity stops short. And 
to force such an extension upon the creditor gives a 
shock to the borrower’s credit, from which it but slowly 
recovers. 

“The notes which are given to the local banker, when 
endorsed by him, are on the contrary the best possible 
class of deferred obligation, not because they are given 
by houses of presumably large capital, but because they 
are based upon the most accurate and careful estimation 
of the two grand elements of credit, character and abil- 
ity, and backed not only by the capital of the maker, 
but by the total capital of his community, expressed in 
the name on the back of the note. 

“Can a system which has so gradually grown up in 
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this country of magnificent distances, of diverse condi- 
tions, of local pride and Gecenfrahation: perfectly ad- 
justed to the complex and slowly developed needs of its 
business, be cast aside, without great disturbance to its 
industry and trade?” 


THE Notse BrokEr 


The note broker is an intermediary between the bank 
and the borrower. He has his customers in all parts of 
the country wishing to sell their paper, and banks all 
over the country in position to purchase paper at all 
times. He satisfies himself that the risk is good, obtains 
the credit information, arranges it for ready reference, 
submits his proposition and collects a commission for his 
services, but does not guarantee the payment of any 
instrument or the correctness of any statement, relying 
upon the chartered accountants for his information, 
which he passes on to the lender. 

The following paragraph from a commercial paper 
offering indicates the attitude of the broker in this re- 
gard: 

“From every standpoint this company is very strong 
and we regard its obligation as an exceptionally safe 
and desirable type for investment. We buy it ourselves 
with confidence and recommend it without qualifica- 
tion.” 

Being assured in his own mind that the risk is sound 
and that he can endorse it, morally if not legally, the 
broker offers these promissory notes, having but one 
name, but often endorsed*, in large and even amounts, 
to banks having funds to invest for short-time periods. 
This custom has proved so sound in its working and so 
beneficial both to the borrower and the lender, that 
single-name borrowing has come to be the most promi- 


* In putting out single-name corporation paper, it frequently happens 
that some or all the directors interested in the concern will endorse person- 
ally. This is called “endorsed paper.” There are notes of manufacturing 
concerns on the market bearing the personal endorsement of from ten to 
twenty directors, which, of course, adds their individual liability to that of 


the corporation. 
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nent method in business circles today, and an impor- 
tant factor in the financial arrangements of the present 
day merchant and manufacturer. 

The old promissory note which settled a debt by a 
promise has, therefore, given way to the promissory note 
which raises money to pay the invoice, the profit on the 
cash discount offsetting the cost of the money. The 
profitableness of this method will readily be seen by 
a single illustration. 


Tue PROFITABLENESS OF CASH PAYMENTS 


Let us suppose a merchant has such good standing 
and money is so plentiful that he can borrow at 4 per 
cent. He borrows $100 in order to take advantage of 
a cash discount of “2 per cent., ten days,’ on a $100 

urchase. If he were to pay 4 per cent. interest on the 
$100 for a month his interest would be only 84 cents: 
and for the invoice of $100 he remits $98, a profit of 
$1.66. This discount of $2 is equivalent to 72 per cent. 
a year, or eighteen times the borrowing rate. This does 
not mean that he has made 72 per cent., but it does 
mean that if he were to make $2 by the employment 
of $100 at interest in ten days’ time, it would have to 
be invested at the rate of 72 per cent. Whether or not 
the seller has added $2 to the selling price is beside 
the issue and is a trade secret; but the fact remains that 
the merchant has paid a $100 debt for $98, thereby 
making a cash profit of $2, less the cost of the money 
with which he has made payment. 

These discounts are taken advantage of by all well- 
managed firms, being sufficient in some lines to consti- 
tute a large part of the profits. In practically every 
line of business single-name paper is used to obtain 
funds to be used in taking advantage of the concessions 
heretofore mentioned, and is firmly established in Amer- 
ican banking and commercial practices. 


REGISTRATION OF COMMERCIAL PAPER 


The registration of commercial paper has been a much 
discussed topic in the past few years, but the movement 


COMMERCIAL PAPER 13 


has never gained much headway. In 1910 a large in- 
dustrial concern arranged with a New York trust com- 
pany to register all paper sold by it, reporting as can- 
cellations were made and new issues put out, so that the 
corporation’s indebtedness in this line was authorita- 
tively known at all times. The idea has been favored 
in banking conventions, and state banking superintend- 
ents and clearing houses have made suggestions to the 
end that a central bureau of credit should be established 
for various zones, wherein credit information could be 
assembled and credit instruments registered, as a means 
of protection to the banking interests of the country. 
With the development of the Federal Reserve System, 
the logical medium would seem to be the Federal Reserve 
Banks, inasmuch as they cover the country, have access 
to the bank credit files, rediscount for members and have 
all the machinery and all the power necessary to insti- 
tute and carry out this important feature of commer- 
cial paper. .Thus far no great strides have been made, 
but state banking departments are now operating credit 
bureaus for the purpose of filing information relative to 
borrowers in their jurisdiction, as a safeguard against 
over extension of credit. 


Two-NAME PAPER 


‘T'wo-name paper is commonly called “receivables” and 
has reference to promissory notes taken by sellers in pay- 
ment for goods purchased. Before being negotiated, 
these instruments must be indorsed by the seller, thus 
adding the strength of two names to the paper. By the 
act of indorsement the indorser becomes liable for the 
payment of the instrument, and the strength of the 
paper frequently lies more largely in the indorser than 
in the maker. This form of paper is now represented 
by trade acceptances, although the old custom of taking 
promissory notes from the debtor still obtains in some 
lines of merchandising. The “Claflin Receivables” were 
the best known of this class of paper for many years. 
These consisted of the notes taken by the Claflin firm 
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from its customers and sold throughout the country. 
They were highly regarded on account of the supposed 
strength of the Claflin firm, but the failure of the firm 
resulted in heavy losses to the banks which held these 
instruments. 


RELATIVE ADVANTAGES OF SINGLE AND Two-NAME 
PAPER 


Both single and double-name paper have their advan- 
tages. The single-name paper is a direct obligation, 
easy to check, in large denominations, uniform and 
round amounts. It is equivalent to handling bills of 
large denomination against small change. ‘The book- 
keeping is simple. 

Two-name paper has an advantage in that it has the 
strength of two names, carries on its face evidence that 
it is for a business transaction, but has the disadvantage 
in being possible accommodation paper, it being easy to 
disguise its nature if fraud and trickery attend the 
transaction. There is no evidence on the face of single- 
name paper that it is for commercial purposes, but is 
always presumed to be issued for the purpose of taking 
advantage of cash discounts. 

The possibility that two-name paper may be fictitious, 
or accommodation paper, while a factor to be consid- 
ered, is not serious, but fraud is possible in all things. 
It may be “kited paper”—one firm trading its paper 
with another; but if it represents a business transaction, 
as it properly should, a bona fide debt, it is a highly de- 
sirable form of credit instrument and in wide use in 
Kuropean countries, where single-name paper is prac- 
tically unknown. 


NECEssITY OF CREDIT STATEMENTS 


The necessity of a credit statement is apparent. A 
casual knowledge of anything is dangerous, and the fact 
that a man is a man about town, well known in business 
for a length of time, a good provider, a good spender, 
owning certain real estate, does not warrant the conclu- 
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sion that he is a safe credit risk. This can only be de- 
termined by an intimate knowledge of his affairs as 
disclosed in his credit statement. We must know how 
much he is worth; what constitutes his assets, and most 
of all how much he owes, and in what form. Some firms 
refuse this information on the ground that they never 
borrow, but even so, to have one’s affairs known to the 
banker, who sooner or later may be asked to be a lender, 
is a forehanded precaution. 


PIVOTAL POINTS IN A CREDIT 
STATEMENT 


Before proceeding to analyze a credit statement in 
detail, certain features should be given first attention. 

(a) The statement must be of recent date. In the 
exigencies of business much can happen in the course 
of a short time, and to make a loan on a statement of 
condition a year or two past, is to take the chances that 
the passing of time brings; therefore the date should be 
not over six months past, and later if possible. 

(b) It should be an authenticated statement. 'The 
tendency of any business concern making an appraisal 
of its own affairs is to magnify the assets and minimize 
the liabilities; to unduly appreciate the resources and 
depreciate the liabilities. Human nature is prone to 
overvalue its own possessions, and this weakness is mani- 
fest in every statement made by the owner. The only 
reliable method, pursued by a large number of commer- 
cial houses, is to have periodical audits of the books made 
by public accountants who have no interest in the busi- 
ness, and whose sole aim is, or should be, to arrive at a 
correct statement of condition. Reputable auditing 
concerns are jealous of their good name, and endeavor 
to put out nothing over their signature which is not re- 
liable; therefore, any credit statement attested by such 
a concern may, as a rule, be depended upon. 

(c) Paper should be bought only through a reliable 
broker. As the field of commercial paper has widened 
and its place in the banking world become more firmly 
fixed, and the market broader, numerous individuals 
have gone into the business with little or no financial 
standing and unscientific methods. Such brokers should 
be avoided, and purchases made only through estab- 
lished firms. ‘There are certain brokerage houses whose 
names are synonymous with quality, who examine every 
credit risk carefully before undertaking to market the 
paper, and the fact that it is offered by them is evidence 
in itself of careful investigation and safety. No good 
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house will risk its prestige by offering unsound paper. 
An examination of a large number of credit statements 
furnished by two leading houses, from which those used 
in this work were selected, results in the conclusion that 
one could in safety purchase the paper of any or all. 
This does not, of course, mean to infer that paper put 
out by such houses is entirely without risk, for some 
of the largest concerns that have gone to the wall have 
been financed by well-known brokers who were them- 
selves deceived as to the risk involved. 


AUDITED STATEMENTS 


The custom of audited statements has been fast gain- 
ing ground in the field of commercial paper, due to the 
insistence of the bankers for information as to the bor- 
rower’s condition that could be fully relied upon. 

The questions arise: Do these audited statements 
guarantee anything to those who rely upon them in ex- 
tending credit, and do they uncover anything which the 
lender ought to know in advancing money to the firm 
audited? We must have a clear idea of what auditing 
means before we can discuss what it aims to do. We 
must know something of the auditing process, and what 
results it aims to show as the sequence of the audit. 

An accountant is one who makes the examination of 
accounts his profession; and an audit is the examination 
made by an accountant, duly attested. This examina- 
tion has a time element as of the date of the audit, and 
if it is expanded into an investigation, it is periodic and 
covers a space of time. But the banker is concerned 
with the actual condition at a time, rather than the inci- 
dents and processes that lead up to the condition at that 
time. The audit aims to show the true condition as 
nearly as the auditor can make his computations. It is 
most of all honest and independent, for if not honest, it 
cannot be independent, and a false audit is impossible 
except by a rogue. 

When commercial paper is offered the banker over 
the signature of a duly chartered accountant, he may 
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safely conclude that the auditor is competent, the audit 
honest and the results as accurate as can be. The de- 
gree of competency is a matter of men and experience. 
The authorization of public accountants is becoming 
more and more rigid, their qualifications more exacting 
and the numbers relatively small, and it may be con- 
cluded that all audits are honest, for to be otherwise 
would be suicide to the profession. The auditing pro- 
fession has not reached the point where it may guaran- 
tee its audits. The best it can do is to certify that con- 
ditions are as named, and values as stated, in so far as 
the auditor has been able to ascertain from the records. 
He may be amiss in his judgment of values, but at best 
it is a human audit and subject to all the limitations of 
the human element, but it is the safest estimate of the 
firm’s condition aside from an appraisal, which is an 
audit plus an investigation, which can be had. Subject 
to these limitations, the audit is a reliable source of credit 
‘information and is so regarded, especially if the audit is 
made by a firm specializing in the particular line audited. 

The courts of this country have not been inclined to 
hold auditors or public accountants to a legal responsi- 
bility for their audits, but the English courts have held 
certified public accountants to absolute honesty and 
good faith, reasonable care, intelligence, professional 
skill and ability in the making of audits. The account- 
ant should be legally liable for fraud if he purposely 
misrepresents or grossly misstates conditions, but not 
for failure to report things which he did not discover. 
The auditor is not a valuer. He is not an insurer. He 
is not a guarantor. But he is more than a bookkeeper. 
His work represents more than a mere mathematical 
calculation. “While he is a watch dog, he is not a blood- 
hound,” as one English judge puts it. 

In the matter of inventory, the auditor does not ap- 
praise—he checks. He substantiates the results as a 
whole. He may test and prove, but as a rule he cannot 
make the actual inventory, which would be a physical 
impossibility. . 
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To summarize: 


(1) Failures have been costly to banks because of 
misrepresentation. They may be deliberate or uninten- 
tional. <A well ordered audit will eliminate the errors 
of misstatement, 

(2) A periodic audit will shortly disclose unsafe con- 
ditions. It will not prevent failure, in itself, but will 
hold out the red flag of danger. 

(3) Where banks are loaning to unknown borrowers, 
independent information is absolutely necessary if safe 
loans are to be made. 

(4) While an important source of credit informa- 
tion, it is but one of several avenues of information. 

Speaking on the subject of audited statements before 
the Clearing House Section of the American Bankers 
Association at Boston, October 7, 1913, Ralph Van 
Vechten, vice-president of the Continental and Com- 
mercial National Bank of Chicago, said: 

“T have had prepared a careful analysis of the causes 
leading up to several failures and find the following: 

“Taking twenty-one leading houses whose paper was 
floated over a wide territory, the liabilities disclosed by 
insolvency totaled $39,097,629. 

“The latest previous statements obtainable issued by 
these twenty-one houses showed: 


OPEC ON, pg ee aT coer AP $14,702,096 
MOT eTA ULE DES Boor eae a olor cds oe Oe 8,888,012 


“Total liabilities according to statements. $23,590,108 


“Showing the enormous increase of $15,507,521, 
or sixty-five per cent., in actual liabilities over those 
admitted in statements. 

“The total assets claimed by these same concerns 
were $61,374,714. 

“But under the fair assumption that the assets were 
padded in about the same proportion as the indebtedness 
was falsely scaled down, and that in liquidation there is 
a great sacrifice of values, the small percentage paid 
creditors is easily explained. 
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“The above does not include any concern, the sale of 
whose paper was confined to only one or two sections 
of the country. 

“From this it is plain that this is a subject which 
should appeal to bankers generally. 

“In addition to loans shown by statements, it is esti- 
mated that the increase disclosed is largely held by 
banks, so it is fair to assume that bank losses, in these 
twenty-one cases, under 50 per cent. settlements, would 
equal $15,000,000. 

“We find that fifteen of these failures were due to 
over-extended credit, and out of the fifteen there were 
four instances of padded statements. 

“Two were caused by dry rot, poor business and poor 
management, and one of these included a padded state- 
ment. 

“One was the outcome of labor troubles and poor 
business, with a padded statement. 

“We find one case due to internal dissensions. 

“In another, investigation shows that for a long pe- 
riod the actual working capital had been employed by 
the largest stockholder of the concern in his private 
operations, during all of which time he had been mak- 
ing false statements to his bankers and note brokers. 

“One of these failures was the result of the flood con- 
ditions in the Ohio Valley, this being one of two cases 
out of the twenty-one mentioned that promise reorgani- 
zation with payment in full to the creditors. 

“To summarize, we find nine cases of padded or dis- 
honest statements, two of which were most outrageous 
distortions of the facts, it being shown that they actually 
had a very small margin of working capital. One of 
these was doing a volume of business running up into 
the hundreds of thousands, and the other up into the 
millions, entirely on the credulity of bankers and note 
brokers. In the whole list there was but one case of 
an audited statement, and that company’s failure was 
the result of an unforeseen and terrible disaster. 

“Taking these analyses as a basis, it seems fair to 
assume that fifteen of the failures may be attributed to 
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the ease with which flotations of paper could be made 
through the note brokers, and also that these concerns 
would never have been allowed or encouraged to go 
from bad to worse year after year, if proper restrictions 
had been thrown around the issuance of statements. In 
fact, it has seemed evident that brokers have in some 
instances used every effort to place large lines of paper 
regardless of the actual requirements of their customers. 

“Now, as to the matter of audits, the figures quoted 
are certainly convincing, and it is self-evident that only 
one name out of the entire list would have been pur- 
chased if the buying banks had insisted upon the pur- 
chase of no other notes than those whose makers sub- 
mitted audited statements, and this concern failed 
through an act of God, instead of through any fault 
of the management, so that it stands out as a splendid 
exception which proves the rule.” 


The following are well stated certificates of audit: 


We have audited the accounts of the Blank Company for the year 
ended November 30, , and certify that the Balance Sheet ap- 
pended hereto properly presents, in our opinion, the financial posi- 
tion of the company as at that date. 

The cash in banks and on hand has been verified by certificates 
from the several depositaries and by actual count respectively, while 
the notes and accounts receivable are stated after making the pro- 
vision for bad and doubtful accounts. The inventories of manufac- 
tured merchandise, raw materials, supplies, etc., as taken under the 
supervision of responsible officials of the company and to which they 
have certified, are priced at actual cost, with the exception of the 
company’s own manufactured merchandise, the latter has been valued 
on the same basis as formerly, namely, at selling list prices less 
121% per cent. discount, which, while in excess of actual factory 
cost, is sufficient to yield a margin of selling profit. 

The securities for the investments have been produced for in- 
spection and we have examined the vouchers and other data in sup- 
port of the expenditures on additions to the physical properties 
during the year under review. The expenditure on lasts, patterns, 
dies, etc., amounting during the year to $174,045.23, has been 
charged direct against factory operations and consequently is not. 
included in the additions referred to above. The amount charged 
to operations in respect of depreciation and maintenance of the 
physical properties for the year under review is, in our opinion, 
adequate for these purposes. 
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All liabilities of the company at November 30, , of which 
we have cognizance, are included in the Balance Sheet. 


(Signed) A. B. C. & CO., 
Chartered Accountants. 


’ We have audited the accounts of the Blank Hardware and Manu- 

facturing Company, Inc., for the year ended April 30, » and 
certify that, in our opinion, the foregoing balance sheet properly 
presents the financial position of the company as at that date and 
is as shown by its books. 

We have verified the cash in banks and on hand and have seen 
that full provision has been made for discounts, claims and losses 
on notes and accounts receivable. The hardware and other mer- 
chandise and materials as inventoried and certified by responsible 
officials, have been valued at less than cost or market prices at 
April 30, Ample provision has been made in respect of de- 
preciation on the physical properties, and no value is carried for 
equipment, furniture, fixtures, etc., while the investments are car- 
ried at cash or nominal values. 

All liabilities of the company at April 30, ——, of which we 
have cognizance, are included in the Balance Sheet, the contingent 
liability of customers’ paper under discount being noted above. 


(Signed) X. Y. Z. & CO., 
Chartered Accountants. 


CoMPARATIVE STATEMENTS 


A credit statement is a statement of the condition of 
a firm at a particular time, showing what the firm owns 
_and what it owes. It should be the result of an audit, 
bringing to a focal point all the business of the concern, 
so that a bird’s-eye view is obtainable. From this we 
may judge the condition as at that particular time. 
But such a process has no relation to the progress of the 
concern from time to time. This can only be ascer- 
tained by a comparison of statements. Therefore, it is 
quite a common custom.for banks to make a digest of 
the statement on their own forms, giving the various 
items in apposition, a study of which will indicate 
whether or not advancement has been made. 

Such a procedure will enable an analytical mind to 
determine with considerable accuracy the growing 
strength or weakness of the concern. If, for instance, 
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the volume of sales has increased year by year and the 
accounts receivable are more or less uniform, it will in- 
dicate that the concern is making prompt collections. 
But if the sales are stationary, and the accounts re- 
ceivable are increasing, it will indicate that a growing 
proportion of the credit is slow. If the bills receivable 
are increasing it will indicate that the payments are 
slow and the debtors have settled by note rather than 
cash, an unhealthy sign, particularly if notes are not 
the accepted form of credit in that particular line, 

Such an analysis requires knowledge of the business 
under survey, and training in accountancy, but it can 
be acquired by any one who will give it the necessary 
study. 

THE Eps and ‘Low 


Many lines of business have periodic activities, due to 
the seasons. This is particularly true of goods which are 
seasonal or fashionable and the demand for which de- 
pends upon the time of the year. For instance, concerns 
which supply the farmers with seed, fertilizer and farm 
implements will have their active seasons when the 
farmer is preparing to plant his crops. Such goods may 
be sold months in advance of their actual use and the 
credits will necessarily be long term; but when the 
farmer is harvesting, the credits should begin to be liqui- 
dated, and should disappear when the crops have been 
marketed. Millinery has its distinct seasons also and 
millinery debts will reach their peak in the spring and 
fall when the millinery trade is stocked up for the sea- 
sonal buying. Concerns which preserve fruits and vege- 
tables will require funds in the summer when the seasonal 
packing is under way, and the peak of their debts will 
be reached when the canning season is over. As the goods 
move out during the fall, winter and spring, these debts 
will be liquidated, and the concerns should clean up their 
outstanding debts before another packing season arrives. 
But in such lines as meats and staple groceries, the sea- 
sonal demand is not manifest and such firms are Justified 
in borrowing continuously. 
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The same is true of retailers. In stocking up for 
the Christmas, Easter and other periodical trade ac- 
tivities they will borrow of their banks in order to pay 
cash and take their discounts; but as soon as the season is 
over they should pay their bank loans. Automobile con- 
cerns find it necessary to borrow heavily in the winter in 
order to obtain a supply of cars for the spring trade. 
But as fast as cars are sold in the early spring, their bank 
loans will decline until they are practically out of debt to 
the banks before the next season arrives with the recur- 
rent demands for credit. 

In such cases, statements should be obtained from the 
borrower at the height and at the ebb, so that the con- 
trast may be noted. In many lines it is expected that 
the firm will be out of debt during certain seasons of the 
year, and many of the best-managed concerns do so as 
a consistent policy. 


DETAILED ANALYSIS OF A CREDIT 
STATEMENT 


In all credit statements the items should be arranged 
to show the quick assets and the quick liabilities sep- 
arately. As a rule these are listed first and totaled so 
that the ratio may be quickly ascertained. The usual 
order is: Quick assets: (1) Cash on hand and in banks, 
(2) bills receivable, (3) accounts receivable, (4) mer- 
chandise. Quick liabilities: (1) Notes, both to banks and 
to other creditors, (2) accounts payable. 

The other assets and liabilities follow in no stated 
course, as such assets and liabilities are not uniformly 
found in all credit statements, and are to be regarded 
as “backbone” to the business, the quality and strength 
depending upon the nature thereof. 


CasH 


Unless an audit is carefully made by an independent 
party, the cash is liable to contain “I. O. U.’s,” and 
other representatives of debt. The item of cash per- 
mits fraud to a very large extent. In the early days of 
American banking it was customary to find listed as 
cash anything for which cash had been expended; as, for 
instance, paid gas bills, expense vouchers, etc., and it 
is obvious that such items are in no sense what they pre- 
sume to be. But we assume that the cash is “clean,” 
and what it purports to be. 

While a large amount of cash is not always neces- 
sary, yet a working balance sufficient for the concern’s 
needs is always desirable. Many a business is conducted 
on so close a margin that any miscalculation leads to 
anxiety and embarrassment, as for instance, to meet the 
pay roll when a remittance is unexpectedly delayed. 
The bank account may be depleted a few days after an 
audit through special disbursements. It is well to know 
whether the cash balance is normal or unduly large in 
anticipation of an audit. The proper proportion of cash 


is difficult to determine, depending upon the nature of 
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the business. It helps a credit risk considerably to have 
a cash balance sufficient to make the account in the bank 
a desirable one from the banker’s viewpoint. The rule 
is well established in loans to the bank’s own depositors 
that a ratio of four of debt to one of balance is pro- 
portionately right; that is, the borrower should have 
one dollar to his credit in bank for every four dollars 
owed to the bank. 

What would be an adequate cash balance for one con- 
cern would be entirely inadequate for another. In a 
great many lines of business, especially in wholesaling, 
cash on hand (petty cash) should be nominal. ‘This is 
used for paying small items, such as messengers, ex- 
pressage, carfare, postage and the incidental expenses 
of the business which cannot be paid by check. In retail- 
ing, where sales are made for cash over the counter, a 
larger supply of till money is necessary, and in a depart- 
ment store a large amount of change is needed at all 
times. 

In many statements the cash on hand and in banks 
are given as one item. The inadequacy of cash can more 
easily be known than an excessive amount. For in- 
stance, in the statement of a wholesale grocery firm with 
total assets of $615,000, the cash in banks was but $12,- 
396, and in a hardware firm showing half a million 
assets, the cash in banks was but $2,599.40. These two 
amounts would seem entirely too small for the operation 
of such large concerns. Any untoward happening in 
business would find them short of cash and make borrow- 
ing necessary. Some concerns pride themselves that 
they reduce their accounts payable to a minimum at 
statement time and in order to do so deplete their cash 
balances. This is unwise, for the credit analyst prefers 
to have a normal amount of accounts payable and a safe 
working cash balance rather than a low cash balance and 
nominal accounts payable. 

Firms employing labor in numbers must meet a 
weekly or bi-weekly payroll and cash in banks becomes 
an important element in the smooth working of their 
business. In many weak concerns the payroll is a weekly 
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nightmare and is hurriedly gotten together at the last 
moment. They live on the edge of a smouldering vol- 
cano all the time; for while merchandise creditors may 
be safely held off, labor exacts its pay on the day it is 
due. In New York, at one time, the weekly payroll of 
a coal mine was seized while en route to the mine, result- 
ing in the shutting down of the mine for a week. It was 
all the money the firm could get together, and one mis- 
carriage in the week’s program meant disaster. Cash is 
one of the easiest items to verify, since it can be accu- 
rately appraised. The cash on hand may be proven by 
count, and the bank balances by certification. In the 
cash there should be no time certificates of deposit, prom- 
issory notes, etc., representing, but not being the actual 
cash or its equivalent, payable on demand. 


MERCHANDISE 


Merchandise is the most difficult of all items to cor- 
rectly appraise. In a stock of large dimensions, it is 
apparently difficult to ascertain the value of the stock 
on hand. An independent audit would be a long and 
difficult process in an active concern; therefore, much 
reliance must be placed upon the integrity of the man- 
ager to furnish an honest inventory. A rough check- 
ing may be made by taking the previous inventory, add- 
ing the purchases and deducting the sales at cost; but 
this assumes the first inventory to be correct. It is ob- 
viously easy to add a few figures to the listings, thereby 
inflating the merchandise account with no ready check. 

The proper basis of an inventory is a matter of opin- 
ion. A fair basis would seem to be the amount it would 
cost ta replace the article; but this allows no profit for 
its sale. If the market is unchanged from the time of 
purchase, cost is a fair basis; but if the market is lower, 
which means that the article could be replaced at a less 
figure, accounting firms of high standing are agreed 
that cost or market, whichever is lower, is the proper 
basis; and this rule was widely adopted during the defla- 
tion period following the war. 
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One of the leading firms of accountants has advo- 
cated the rule that goods should be inventoried at a price 
which will give the usual margin of profit on sale. To 
illustrate: Assume the usual mark-up of the firm to be 
one-third. An article will sell for one dollar; therefore 
the inventory price will be seventy-five cents, which will 
allow the usual profit on sale irrespective of cost or 
market value. This rule, however, would be somewhat 
difficult to employ, inasmuch as it is based on probable 
sales, and in many instances goods must be sold at a 
sacrifice in order to move them. A perusal of the state- 
ments submitted during the post-war period above re- 
ferred to discloses the fact that the cost or market rule 
seems to be the most common and the weight of authority 
is in favor of this basis of inventory. 


INVENTORY IN A DEFLATION PERIOD 


During the deflation period following the war a great 
many firms took heavy losses on account of the shrinkage 
in merchandise values. It was unusual to find a state- 
ment covering the years 1920 and 1921 which did not 
show a loss. It could hardly be otherwise. As prices 
continued to move upward during the war period, profits 
were made by simply holding goods. As current stocks 
were turned into money at a substantial profit, the nat- 
ural thing to do was to buy more goods in the hope of 
another rise in prices. The temptation to the trader was 
to continue to turn money into goods, always expecting 
to be able to convert the goods into money at a higher 
figure. But when the strike of the buyers curtailed sales 
and goods began to become stagnant and prices to recede, 
again the merchant was tempted to hold on, expecting 
the recession to be put temporary. Many did so to their 
sorrow. Stocks which had been accumulated at the peak 
of prices had to be sold at sacrifice figures, resulting in 
heavy losses in all lines of merchandising. A shrewd 
clothing manufacturer, who sold out his business and re- 
tired at the height of the war market, was asked the 
question: “What did the profiteer do with his profits?” 
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and replied: “He never had any profits. He kept on 
buying, stocking his shelves heavily, always hoping to 
unload in time to cashin. But in trying to get the goods 
from his shelves into his pockets he lost them.” In other 
words, money was turned into goods; goods into money; 
money back into goods, and so on ad infinitum, until the 
market broke, never to recover again; and the merchant 
who was loaded up with a stock of goods had to take 
whatever he could get for them in a rapidly falling 
market. 

There were few exceptions to this experience, but some 
of the largest and best-managed concerns in the country 
wrote off enormous sums during the deflation period. 
These write-offs consisted in a readjustment of inventory 
values, which in many cases wiped out all the profits they 
had made during the war. Under such conditions in- 
ventory becomes the pivotal point in the statement, and 
the process by which it is computed is the supreme test 
of the borrower’s willingness to show his exact position. 
It is not a pleasant experience to admit in writing that a 
firm has suffered heavy losses, to the point of jeopardiz- 
ing its good name in borrowing circles, but here, as else- 
where, “honesty is the best policy” and those concerns 
which did not truthfully admit the facts were under sus- 
picion, if not disgrace. 

In the matter of inventory, it is important that it be 
taken at a time when it truly reflects a normal state of 
affairs. One of the leading accounting firms has been 
advocating the closing of the books of department stores 
as of January 31, for the reason that the heavy buying 
for the year is past, Christmas sales are over, stocks low 
and the special sales to close out the fall and winter 
goods completed. The year’s heaviest liabilities are 
over, and a general cleaning up of stocks is past. 
From an accounting standpoint it is important that 
there be no goods in stock that have not been offset by 
the corresponding invoice as an account or a bill payable. 

In the automobile line, a closing of the books during 
the summer is advocated, for the reason that most of 
the season’s output of cars is in the hands of the agents, 
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and the factory inventory is at the lowest ebb. For the 
lines that have seasonal demands, a “psychological date” 
should be chosen, which accurately reflects the high peak 
and the low of the business. If on the other hand, a 
stated date is chosen, it may lead to padding, or other 
process to show a favorable statement. To guard 
against this, some accountants are adding a monthly 
statement of the liabilities month by month, for the pur- 
pose of showing the banker the company’s debts at va- 
rious times. This gives the banker a foundation to work 
upon in anticipating the probable needs of the borrower, 
as well as the relative safety of the firm’s obligations. 


Tue Basis oF INVENTORY 


The following paragraphs, taken from credit state- 
ments submitted by commercial paper brokers, will in- 
dicate the methods used by leading public accountants 
in the matter of inventory: 


DURING THE WAR 


The inventory of merchandise is stated at cost, less trade dis- 
counts, and after making adequate provision for depreciation of 
stock regarded as obsolete, but no provision has been made for pos- 
sible loss on stock carried over from last season. The inventory 
includes $20,443.54 for spring merchandise received in the ware- 
house prior to December 31, , but does not include goods in 
transit—Marwick, Mitchell, Peat & Co. 


Mr. M. states the stock consists of commodity stuff (denims, 
ducks, sheeting, cotton piece goods), staple as groceries and quickly 
salable at a slight discount; that the inventory was taken at cost if 
below replacement market, at replacement market if below cost, and 
contains a substantial profit not shown due to increased values 
obtaining at date of statement.—Signed statement of the firm. 


We are advised that their merchandise item is always valued on a 
basis of cost if the market value is above cost and at market value 
if the latter should be below cost. We are advised that full insur- 
ance is carried at all times on both inventory and buildings—Memo 
on credit statement. 


The inventory of merchandise, as taken by responsible officials, 
has been valued on the basis of latest invoice cost, due allowance 


oe 
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being made for depreciated or out-of-date goods.—Price, Water- 
house & Co. 


We made a physical test examination of the merchandise inven- 
tory in order to prove that the quantities were properly recorded. 
The inventory is valued on the basis of cost price-—Marwick, 
Mitchell, Peat & Co. 


AFTER THE WAR 


We have audited the books of —-————— for the year ended De- 
cember 31, , and have compared the annexed balance sheet 
therewith. 


The merchandise on hand, as inventoried and certified by respon- 
sible officials of the company, is valued at or below cost, and in| 
our judgment the reserve for probable losses on customers’ accounts 
is sufficient, and the provision made for depreciation in respect of the 
operations for the period is adequate. 

Under the provisions of the 1918 Revenue Bill, it is estimated 
that excess profits and income taxes assessable against this company 
for the year 1918 would amount to approximately $90,000; no de- 
duction in respect thereof has been made from the earnings at this 
time. 

We have satisfied ourselves that all other ascertainable liabilities 
have been included in the accounts. 

Subject to the foregoing we certify that the above balance sheet, 
in our opinion, correctly sets forth the financial position of 
at December 31, .—Price, Waterhouse & Co. 


We hereby certify that we have examined the books of account of 

, and, based upon our examination, we are of the opinion 

that the above balance sheet sets forth the financial condition of the 
company as of December 31, : 

We verified the cash in the office and reconciled the cash in bank 
with certificates furnished by the various depositories. 

We checked the individual balances of the various accounts car- 
ried in the customer’s ledger and found the aggregate to be in agree- 
ment with the controlling account of the general ledger. 

Accounts of customers appearing to be doubtful of collection are 
charged off to a reserve for doubtful accounts, and the balance in re- 
serve for doubtful accounts, in our opinion, is an adequate reserve 
against possible losses. 

We made a thorough test of extensions and footings on the inven- 
tories and found them to be correct. Inventories, as stated by the 
officers of the company, appear to have been taken at cost or market, 
whichever was lower. 

Ample provision has been made for all items of depreciation. We 
checked accounts payable and found the total to agree with the con- 
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trolling account in the general ledger. Outstanding notes of the 
company we verified by certificates from banks.—W. B. Richards § 
Co., Public Accountants. 


Accounts receivable were fully analyzed and discussed with the 
management and all doubtful items eliminated, and it is our opinion 
the reserve of $25,000 is of ample amount to provide for any pos- 
sible losses in respect of allowances or uncollectible accounts. 

The inventory was taken and priced by the management and 
arithmetically checked by us. We were furnished with a certificate 
signed by a responsible official of the corporation to the effect that 
this inventory had been priced at cost or market, whichever was. 
lower; that it had been taken at physical count, and that all items 
included therein were salable or usable. 

Fixed assets representing real estate, buildings, equipment, store 
and office furniture and fixtures, and automobiles used in the busi- 
ness, are valued at cost. We satisfied ourselves that additions dur- 
ing the year were properly capitalizable and that adequate depre- 
ciation had been provided. 

All liabilities of which we have cognizance have been provided 
for in the preparation of the foregoing balance sheet, and in addi- 
tion thereto, we have been furnished with a certificate signed by an 
officer of the company to the effect that this amount represented all 
the liabilities of the corporation at the date named; and 

We hereby certify that, in our opinion, the foregoing balance 
sheet is properly drawn up so as to set forth a true and correct view 
of the financial position of the company at the date named.—J. Aus- 
tin Smith & Co., Certified Public Accountants. 


We have investigated the accounts receivable and are satisfied 
that adequate provision has been made for doubtful accounts and for 
discounts. We have made a comprehensive check of the inventories, 
and satisfied ourselves that they have been valued at or below cost. 
A responsible official of the company has certified to us as to the cor- 
rectness of the quantities, that the valuation is as stated above, and 
that this valuation is lower than market. The fixed assets are stated 
at book figures which have not been verified. All ascertained liabili- 
ties have been provided for.—Marmick, Mitchell & Co. 
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The kind of merchandise is important. It is readily 
to be seen that a stock of meats will bring a quick re- 
turn and nearer the cost price than an old stock of out- 
of-season articles, and in checking the merchandise item 
the nature of the business must first be considered. The 
usual procedure is to take a signed statement from the 
firm as to the basis of the inventory figures, and to prove 
the calculations by complete or occasional tests. | 

The “turnover” of the business is also to be deter- 
mined by the merchandise item. Having the amount of 
sales at cost,* we may divide the inventory at cost into 
the sales to determine how many times a year stock is 
turned. If we have a stock worth $1,000 and the sales 
at cost price are $3,000, we evidently have turned: the 
stock into money three times during the year; but if 
the sales were only $1,000, it would indicate that the 
stock had been sold but one, a sure indication of 


lethargy.t 
Bitts RECEIVABLE 


A. Bill Recewvable is a note taken in settlement of an 
obligation. In some lines these are much in evidence, 
as, for instance, in the lumber industry, where the debt 
is not carried as an account receivable, but notes are 
taken for sales. Notes receivable should not be ap- 
parent in any large amount in concerns doing a cash 
business as, for instance, a department store. There is 
no reason why such a concern should take a note in set- 
tlement of an account that is good, unless all collecting 
resources have failed; therefore the customs of the busi- 
ness should be known in order to determine if such an 
item is properly allowed. 'The bills receivable if in large 
amount should be investigated. They should not in- 
clude notes of employees or members of the firm or 
relatives, given for money loaned. They are allowable 


*To obtain the cost of merchandise gone out of stock, divide the gross 
sales by 100 plus the usual profit. See application of this rule in the analy- 
sis of credit statements hereinafter treated. 

+For further discussion of this subject see The Practical Work of « 


Bank, by the same authcr, pages 449-451. 
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only as they represent an actual sale of goods. If given 
for old accounts they are a doubtful asset. 

It is the custom of many firms receiving such notes 
to discount them at their bank or in the open market, 
and they are termed “receivables,” to distinguish them 
from single-name paper. Where such instruments are 
taken in payment of obligations, and discounted, there 
should be a contingent liability shown on the credit side 
of the statement to indicate the firm’s liability thereon. 
The most notable examples of receivables are in lumber,* 
raw fur, silk and agricultural implements, cash registers, 
pianos, automobiles, scales, soda fountains and other 
articles which are sold on time, and serial notes taken in 
payment, and, of course, are a prominent feature in the 
statements of such firms. 

If the firm makes it a practice to take notes in pay- 
ment, it should not have a large amount of book ac- 
counts. For instance, installment furniture houses sell 
on book credit and should not have receivables in their 
statements at all. As before stated, the receivable that 
represents an over-due or uncollectible account is a 
doubtful asset. 


Accounts RECEIVABLE 


Accounts Receivable are merely book accounts with 
customers of the concern. ‘T'hey are, in the eyes of the 
law, the “account stated,”—the undisputed obligation 
of the debtor. 

The old-time custom of settling a debt by a promis- 
sory note has given way to the book account. ‘The 


*'The statement of a lumber company in Texas shows: 


Notesipayablenaoticstsmestccttes siciseere: $272,000.00} 

Accounts payable etna seas eis 21,300.00 
A Maine lumber concern: 

Notes! payablencmuenicetye seen tects $367,673.14 

Accounts payables... asa see 32,149.87 
An Ohio lumber firm: 

Bills payable neuieanatiticeiemes ene $542,136.18 

Accounts) payable yas eerie reir 9,127.79 
A Kentucky lumber company: 

Bills) payable wider seer eee $1,136,000.00+ 

Accounts) payable. oceanic eerie 10,322.73 


+These round amounts would indicate that these firms issue single-name 
paper, which in lumber is the exception and not the rule. 
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seller opens account with the buyer on his ledger on 
stated credit terms, and the sum total of these unpaid 
balances constitutes the “accounts receivable” of the 
firm. A careful audit of these would show them to be 
divided into: Accounts not yet due, accounts due, ac- 
counts overdue, accounts slow, and suspense items, the 
latter including those that may require legal process to 
collect. Lt is customary, however, to classify these items 
into open accounts, “good” and “doubtful,” with due 
allowance for depreciation in collecting. Next to cash 
and bills receivable, book accounts are the firm’s best 
asset, for they are constantly turning into money by 
the lapse of time. Such accounts should of course be 
bona fide transactions and properly scaled. 

‘Lhe following paragraph from a statement indicates 
the scaling process as made by an accounting firm of 
high standing: 


We made a thorough examination of the accounts receivable and 
have deducted from the aggregate of these accounts an amount of 
$22.000 to provide for the loss on collection of accounts known to 
be doubtful or bad, as also the possible loss on collection of accounts 
meantime apparently good and collectible. This reserve we have 
created on the basis of past experience of losses and is, in our 
opinion, sufficient—Marwick, Mitchell, Peat & Co. 


In late vears it has been a growing custom for firms 
to hypothecate their accounts receivable. This should 
be closely inquired into. Numerous concerns now make 
it a business to loan on these accounts—in substance 
buying the debt. For instance, a bill of goods is sold by 
a wholesaler to a retailer on sixty day credit with a cash 
discount. The seller is not in position to wait until the 
end of the term for his money; therefore, he offers the 
book account to his ‘“‘commercial] banker,” who if satis- 
fied that the account is good, will loan against it, or, 
in other words, buy it. He generally requires a margin 
of safety. If, for example, the account is considered a 
high-grade risk, the banker will advance eighty or ninety 
per cent. of the face of the invoice. If the seller were 
in urgent need of funds, he might obtain the full amount 
—fora price. This custom is fast growing. Thousands 
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—your customers charge more than 
we do to discount their accounts 


Do you realize that 


if your accounts 
average paid in 
60 days, and we 
give you 80% 
cash when ship- 
ped, balance as 
you collect the 
accounts, you can 
do four times as 
much business 
without adding a 
dollar. to your 
capital? 


If your customers do not discount, 
they probably more than pay our charge, 
because of the difference in their cash 
and time price. Let us carry them— 
giving you your capital tied up in their 
active accounts (without further profit). 
with which to discount your bills or buy 
for cash, thus enabling you to increase 
your volume and make added selling 
profits. 

One of our customers rated $200,000 to 
$300,000, first credit, writes us:— 


“T am pleased to enclose state- 
ment of our Company. Compari- 
son of this statement with the one 
furnished you last year tells its own 
story. We have just passed one of 
the most successful years we have 
ever had. We added $34,517.69 to 
our surplus—$9,995.50 to our re- 
serves. Total gain, net $44,513.19.” 


Our charge is only 1% a month figured 
to the exact day, if you sell us $100,000 
of accounts within a year, otherwise there 
is an added charge of $5 a $1000—no 
commission, no interest. 


Write us for details and rate, or our 
nearest representative would appreciate 
a request to call—no obligations. 


ACCOUNTS RECEIVABLE | 
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—increase your active 
working capital 


without adding stockholders or partners 


From a customer 
rated $100,000 to 
$150,000. 


‘We find that your 
service has enabled 
us to materially in- 
crease our volume 
and net profits, also 
that we have been 
able to offset your 
charges by addi- 
tional discounts re- 
ceived on pur- 
chases,” 


Here are three of the twenty concise 
answers which our booklet “Talking it 
Over” has for the questions of the Man- 
ufacturer or Wholesaler who wants to 
increase his working capital: 

Your Question—Why should we sell 
some of our Accounts Receivable to you? 

Our Answer.—Because your capital in 
your accounts produces no further profit. 
Your profit is in selling goods, and we 
can enable you to sell more of them. 
You can reduce your credit sales to 
about 80% cash, at the expense of your 
customers who do not discount. You 
can buy closer, and strengthen your 
credit with our money. 

Q.—Do our customers know their ac- 
counts are sold to you? 

A.—No. You can arrange to collect 
the accounts for us so that your cus- 
tomers will not be disturbed. 

Q.—How does your Total Charge com- 
pare with the usual discount we offer our 
customers? 

A.—If your sale terms are 2/10, net 
30 days, our Total Charge is about two- 
thirds of what you offer such customers 
to discount. If you sell us $100,000 of 
accounts within a year, our charge is 
less than one-half. 

The other 17 answers are equally clear 
and direct. Let us send you the com- 
plete booklet—or our nearest representa- 
tive will be glad to call. 


DL 
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of firms make it a business to sell their book accounts 
as a steady method of financing. Banks are also lend- 
ing on such security, but as a rule with less knowledge 
of the facts than those who make of it a business. It 
therefore becomes necessary to ascertain if these ac- 
counts have been pledged, for if so, they are no longer 
an asset, and should not be classed as such. 

‘This item also indicates the collection methods of the 
firm. If, for instance, the total net sales are $20,000 
a vear, and $5,000 represents the accounts receivable, it 
would indicate that one-quarter of the year’s sales are 
on the books; in other words, that the firm is selling on 
three months’ credit. On the contrary, it also indicates 
the condition of these accounts, for if the annual sales 
are divided into monthly averages, the accounts receiv- 
able will show how many months’ sales are on the books, 
and reflect the collection methods. A firm selling on 


thirty days’ credit should not have three months’ sales: 


on its books; if so, it indicates a slow collection system. 
Forty-five davs’ sales would be normal. 

It is important that the accounts receivable are in 
proper ratio to the merchandise on hand. If we know 
the annual sales and the terms of the business, we can 
determine about how much merchandise they should 
carry, in order to meet the needs of their business. For 
instance, a firm selling $10.000 a month on sixty days’ 
credit should have stock for three or four months’ 
demands. 


Quick LIABILITIES 


Bills Payable——The liabilities concerning which the 
buyer of commercial paper is most concerned consist of 
(a) notes payable, and (b) accounts payable. Bonded 
indebtedness, mortgages and stock issues are outside the 
realm of commercial financing. 

Notes payable include notes given for merchandise, 
notes given to home banks, notes sold in the open mar- 
ket (commercial paper) and notes given for money 
borrowed from relatives and friends. There are also 
the notes given for fixtures, payable in installments, 
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and secured by a chattel lien against the articles them- 
selves. These are not properly a liability unless the 
articles which they represent are listed as an asset. We 
might call them contingent assets and contingent liabili- 
ties. For present purposes we are concerned with two 
classes, namely, notes given for merchandise purchases 
and single-name paper. 

As a general proposition the firm should not have 
the two forms of paper on the market at the same time. 
If they settle by note, they should not borrow on com- 
mercial paper, which assumes cash payments; and if 
they issue paper to take cash discounts they should not 
settle by note. If the notes payable are in an odd 
amount it is sure to indicate that it is not single-name 
paper, but payables; for single-name paper is always 
issued in round amounts, and the presence of odd cents 
should be investigated. An examination of fifty credit 
statements by the writer shows no odd amounts in any 
of the notes payable. 

Notes payable to relatives and friends are indicators 
of lack of capital and exhausted credit in other fields, 
and may be secured by unrecorded liens.* 

Commercial paper should never be issued for a fixed 
purpose. Machinery and other fixtures should repre- 
sent the contributed capital, and the receipts from 
bonded obligations. Commercial paper should never be 
issued for real estate investment. A firm going 
into the manufacturing line and requiring machinery 
should raise the money from a mortgage loan and capi- 
tal contributions, never from commercial paper, the 
function of the latter being to raise money to purchase 
merchandise, or raw material, out of the sales of which 
the debt should be met. In other words, long-time loans 


*There are, however, many instances where the firm has received money 
from relatives, friends and employees, in the form of temporary or perma- 
nent investment in the business, which are proper on account of the fact that 
the creditor has chosen to invest his money in the firm in preference to other 
forms of investment, and the loan is a courtesy to the firm rather than a 
solicitation by it. In such cases this form of liability is properly admitted. 
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for fived purposes and short-time loans for liquid pur- 
poses. 

Accounts Payable—Accounts payable represent 
purchases on open credit charged on the books of the 
seller against the buyer, to be settled on stated terms, 
the time depending upon the customs of the business. In 
all well-managed concerns such accounts are settled 
promptly in order to obtain the cash concessions hereto- 
fore mentioned. 

Open book credit has supplanted the promissory note 
as representative of debt to such an extent that it is now 
the leading factor in all mercantile credit transactions. 
If these accounts are overdue it is a sign of weakness, 
for the merchant cannot afford not to take his cash dis- 
counts, and the fact that he allows his accounts to run 
over their time indicates slow collections, poor credit 
or slack management, and is a danger signal. 

A firm should not pay its obligations by note and at 
the same time have accounts payable much in evidence. 
It should adhere to one of the two methods, and if it 
borrows on single-name paper it should not issue prom- 
issory notes. In some statements the accounts payable 
represent merely accounts in process of audit, sometimes 
barely a day’s purchases, which is a sure sign of good 
management. 

In a department store statement we would expect 
to find bills payable, and accounts payable in pro- 
portion to the business done. Assuming the terms to 
be 2 per cent., ten days, if the unpaid invoices represent 
ten days’ purchases it would not be out of proportion. 

Having the amount of bills payable, and accounts 
payable, we have all the quick liabilities, for any other 
obligation is of a different nature. The liability rep- 
resented by capital stock need not be unduly considered, 
for it is the last liability of the firm to be enforced.* 


*The element of stock. is important, however, by reason of the fact that 
unless the proprietors (stockholders) have risked something, they cannot 
expect the lending public to risk anything. Therefore, if the stockholders 
have not invested two dollars to every one of borrowed money, it is evidence 
that they have little confidence in the concern, and it is a good name to leave 
alone. 
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The bonded debt is spread over a definite time, and the 
other obligations are incidental to those represented by 
the quick liabilities, with which commercial paper has 
most to do. 


Ratio oF Quick AssETs TO QuicK LIABILITIES 


Having the amount of quick assets and quick liabili- 
ties, we are now in position to determine the ratio. It is 
well settled in commercial paper circles that the quick 
assets should, as a general rule, be twice the amount of 
the quick liabilities. This means that the firm has two 
dollars in assets quickly available to every dollar of 
quick liability against it. In some credit statements this 
feature is given as “Ratio 2.1” which means that the 
quick assets are to the quick liabilities as 2.1 is to1. In 
others it must be computed by dividing the quick liabili- 
ties into the quick assets. The ratio of 2 to 1 may be 
taken as a minimum, except in a relatively few lines, such 
as meats and groceries, where the accepted ratio may be 
as low as 114 to 1 and still be considered safe. This is due 
to the quick salability of these articles, their rapid turn- 
over, and the short period of credit which obtains in 
these lines. In millinery and similar lines, 3 to 1 is con- 
sidered the minimum, and it will be found in some cases 
to run as high as 4 to 1. A perusal of the credit state- 
ments analyzed in this work will indicate the ratio in 
various statements, showing the application of the above 
comment. 


REAL Estate 


Real estate in any statement can only be considered 
as backbone, for it has a slow market and is subject to 
various opinions as to its value. A loft building in a 
congested district will have a value all its own, and 
easily determined by the rental received, but a special- 
ized factory on the outskirts of the city will have a lim- 
ited utility and uncertain worth. In the buying of com- 
mercial paper, and the analyzing of a credit statement 
it is best to eliminate the real estate altogether, for if 
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the quick assets are not two to one, as a general rule the 
risk is unwarranted. Where real estate does form a 
prominent part of the statement the appraisal should be 
by a recognized authority and so stated in the statement. 
The mortgages may be listed as liabilities, or deducted 
from the appraised value of the real estate and only the 
equity listed. ; 


Goop Wit, Patents, TRADE Marks, Erc. 


Good will has aptly been defined as “the tendency of 
trade to follow an established course.” It is a plant of 
slow growth. It is the result of years of activity and 
fair dealing, supplemented by quality. So long as the 
quality is manifest and service efficient, such an article 
as Uneeda Biscuit can be depended upon to sell. A 
household name has a commercial value. The patronage 
of a store or restaurant is a valuable asset. 

This tendency of trade to come back, can be capital- 
ized, bought and sold as merchandise, and often figures 
prominently in a credit statement. Patents which con- 
trol certain articles and trade marks which are well 
known are also valuable. The label on a garment or in 
a hat has a certain worth which is recognized in all busi- 
ness circles. These items are often predominant in cer- 
tain statements, but the value of either good will, a 
patent, or a trade mark is so uncertain that we can best 
eliminate them all from any consideration. Some con- 
cerns put a high, and some a low value on these elements. 
Take for instance the Goodyear Tire and Rubber Co. 
The name of the company is so well known that it has a 
steady trade, but the company holds its patents and 
trade marks at the nominal value of one dollar, which 
is obviously far beneath the true value; while on the 
contrary, a certain piano company with assets of nine 
millions puts in the good will, patents and trade marks 
at three millions, or one-third their total worth, while a 
stove company values its good will at $1,888,900 out of 
total assets of $4,366,700, A shoe company in Missouri 
holds its good will, trade marks and patents at $12,- 
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%50,000 out of total assets of $27,750,000. Patents are 
sometimes listed at cost, and trade marks and good 
will at an amount which the concern figures it can safely 
pay dividends upon, and they constitute the “water” in 
the company in many instances. 


MacHINnEry, FURNITURE AND FIXTURES 


Machinery, furniture and fixtures have such limited 
utility that they add no material weight to a statement. 
Machinery is especially depreciable and often has to be 
scrapped by virtue of becoming obsolete, and can be 
safely considered only as junk. Fixtures of all kinds 
will shrink heavily in any liquidating process, and there- 
fore these items are not to be regarded as a marketable 
factor, but are allowable if proper depreciation is pro- 
vided for. 


OTHER INVESTMENTS 


Other investments will include bonds and stocks of 
various kinds, listed and unlisted, and others of allied 
corporations controlled by the borrowing concern. It 
is not the general rule for corporations issuing com- 
mercial paper to hold a large amount of marketable 
securities; but in the ramifications of business, large 
quantities of industrial stocks and bonds are so held 
whose value is problematical, and can be ascertained 
only from an intimate knowledge of the inside facts. 


PRoFiIt AND Loss 


Profit and loss account is merely an accounting term 
to denote the difference between assets and liabilities. 
It may or may not be an overplus at all, but a padding. 
If, for instance, the merchandise is inflated, the surplus 
will be correspondingly inflated. If values are honestly 
stated, profit and loss or surplus, as it is sometimes 
called, is the amount that would be left over if the busi- 
ness were liquidated, and the assets realized the sched- 
uled values. If the audit is conservative, depreciation 
allowed for, the inventory safe, repairs and maintenance 
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charged to operation and not to capital, we may con- 
clude that profit and loss represents accrued earnings, 
undistributed, and reflect credit upon the management. 


CAPITAL 


The capital of a concern is the amount of contribu- 
tions from the proprietors. It may be represented by 
the cash contributions of those who constitute the con- 
cern, whether partners or stockholders, or it may consist 
of contributions in the form of real estate, patents, good 
will, merchandise, etc., for which payment has been 
made by crediting the donor with the amount as his 
contribution to the capital fund, for which stock is 
issued. 

In corporations the “capital stock fund” is a stated 
amount which the law requires as a basis of operation, 
and the minimum amount is named in the law. But in 
firms and sole proprietorships it is the excess of the 
assets over the liabilities. For credit purposes, however, 
it is customary to consider only the working capital, 
which is the excess of quick assets over quick liabilities. 

It is readily to be seen that if the original fund is 
used for the purchase of land, buildings and machinery, 
it is dead and of no particular use for current purposes; 
but capital invested in book accounts, bills receivable, 
ete., is turning into cash all the time and is properly 
considered the working capital of the business. 

We can appreciate the force of the foregoing by a 
simple illustration. Let us suppose that a merchant 
has had one of his receivables paid. He has a cash fund 
with which to reduce his outstanding bills payable, set- 
tle an account payable, or buy more goods. If he has 
an account receivable paid, he has funds for like pur- 
poses. And inasmuch as in most cases he has two dol- 
lars due to him against every dollar due from him, he 
has a stream of two coming in and only one going out. 
This is the “liquid capital” that is running in and out 
all the time, and this is what turns the wheels of busi- 
ness. 
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CoNTINGENT LIABILITY 


Owing to the fact that old and large firms whose 
credit standing has been of the highest in both banking 
and mercantile circles have been wrecked through con- 
tingent obligations, the element of contingent liability 
is being given more careful attention in banking circles. 
By the same process that an individual may lose his 
entire property through indorsements for others, with 
or without profit to himself, trading concerns may be 
seriously embarrassed through indirect obligations as- 
sumed im the course of their business dealings. A com- 
mon illustration of this is found in railroad circles, 
where one company assumes and guarantees to pay the 
interest on the bonds, or dividends on the stock, of the 
road tributary to it, and by virtue of the burden thus as- 
sumed, becomes embarrassed thereby. The best paper 
houses are now inquiring carefully into these indirect; 
yet dangerous, obligations, and are undertaking to 
eliminate the same from the statement as fast as possible. 
Where this liability exists the item should be considered 
as a weakness in making the analysis. 


DEPRECIATION 


Inasmuch as machinery is constantly wearing out and 
the plant suffers the ravages of time, it is essential that 
such losses be provided against by a scaling down of the 
plant and machinery to the extent that the cost. will be 
entirely replaced from earnings within the expected 
life of the property. Thus, a machine which will in all 
probability wear out in the course of five years, should 
be charged off at least one-fifth each year. All well- 
managed concerns provide for such depreciation. 

The better way is to carry the plant and machinery at 
cost, less depreciation, which shows on its face that it 
has been subjected to the scaling process, and does not 
need the auditor’s certificate to this effect. 


THE PURCHASE OF COMMERCIAL 
PAPER 


In selecting commercial paper certain simple and 
fundamental rules will be found helpful: 


(1) Scatter the risks. The old adage, “Do not put all 
your eggs in the same basket,” is apropos, not only 
as to the character of the business, but also as to the 
location. For instance, no bank should confine itself to 
millinery paper, or drug paper, or grocery paper, or 
hardware paper, however good each class might be; for 
any happening that would be costly to the trade itself 
would affect the paper. If a bank were to loan largely 
on millinery paper, a backward season or a sudden 
change of styles might work havoc with the trade and 
affect the prompt payment of the loans. 

The risks should also be scattered territorially. While 
a farming section might be prosperous, a manufactur- 
ing section might be experiencing slack times. New 
England might be highly prosperous, while the South 
might be in the throes of a cotton crop failure; there- 
fore, it is wise to buy limited amounts in various parts of 
the country, in various lines, for reasons that need not 
be extensively explained to be apparent. 

(2) Buy the paper of large concerns—those having 
total assets of not less than a quarter million; because 
in large concerns the management is apt to be better and 
the methods more aggressive than in the smaller ones. 


(3) Buy paper only of concerns whose quick assets 
are at least two to one, The standard statement makes 
provision for segregating the quick from the slow assets 
for the purpose of quickly determining the ratio. The 
quick assets consist of : 


Cash on hand and in banks. 
Bills Receivable. 
Accounts Receivable. 
Merchandise. 
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The quick liabilities consist of: 


Accounts Payable 
Bills Pavable— 


(a) To trade creditors. 
(b) To banks. 
(c) To others. 


It is readily to be seen that a firm must meet its cur- 
rent obligations from its current receipts, and a going 
business is the best security; but inasmuch as every loan 
whether a mortgage loan, or a loan upon open credit, 
should be based on the assumption that it might go 
wrong, there must be a margin of safety. Therefore, if 
a firm has two dollars in sight for every dollar it owes, 
if it realizes but fifty cents on the dollar it will still be 
able to make good its obligations. There are lines where 
the ratio should be larger and where it may be smaller. 
For instance, a stock of meats and groceries may be 
turned into money with very little shrinkage, and on 
short notice, and a ratio of one and one-half to one 
might be sufficient; while a stock of dry goods, some un- 
seasonabie, would shrink considerably if sold under the 
hammer, and from two to two and a half to one would 
be considered necessary. 

It is a good rule also to buy paper based on necessities, 
rather than on luxuries, for the simple reason that 
people must continue to consume the necessities of life 
even though luxuries are foregone. Even a great war 
will not prevent the consumption of necessities, while 
it will seriously curtail the sale of luxuries. This has 
been learned from experience and reason confirms the 
conclusion. 


CHECKING COMMERCIAL PAPER 


Before deciding upon a purchase of paper it is es- 
sential that the risk be determined from other sources 
than the credit statement. However good a proposition 
may be, as determined by an analysis of the statement, it 
is necessary to know that back of it are the indispensable 
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qualities of moral worth, good standing in the trade and 
an honorable record. 

These can only be known by a process of “checking,” 
which merely means ascertaining from various sources 
the prevailing opinion of the borrower. Therefore, 
banks the country over are exchanging credit informa- 
tion, this information including their experience with 
the paper, if an outside bank, and with the borrower as 
a depositor and local borrower, if a home bank. No one 
is so well qualified to judge the standing of a concern 
as the borrower’s banker. Having dealt with the concern 
intimately, and having knowledge of its local affairs, 
the habits of the members, their average balances, and 
their business methods, the banker can speak with 
authority as to the moral aspect, and banks are freely 
extending this information for the common good. 

It becomes needful also to know the opinion of the 
firms dealing with the borrower,—how the firm pays its 
bills, and its record as dealing man to man. If a con- 
cern has dealt with a borrower for a number of years, 
receiving payments as agreed, the firm taking advan- 
tage of the cash discounts, special sales and other con- 
cessions which can be obtuined in all well-managed 
business, it is a certain indication of strength; but if the 
firm is slow in payment, tricky in its methods, and un- 
reliable in its dealings, it is sure to be a doubtful risk 
from the banker’s viewpoint. 

_Let us assume that we have funds to invest and decide 
upon commercial paper at a satisfactory rate and a cer- 
tain maturity; say 4 per cent. paper* maturing in 
December. Our first step will be to communicate with 
a broker who will submit various statements such as 
appear on the following pages. We decide upon certain 
lines such as dry goods, groceries, meats and millinery. 

Our next step will be to analyze the statements and 
if they meet with our ideas of what sound commercial 
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We will require: 

(a) An audited statement that analyzes well, which 
must also be of recent date. 

(b) Favorable bank reports from at least two banks. 

(c) Favorable trade reports. 

(d) Dun’s or Bradstreet’s report. 


We decide upon $10,000 of the paper of Doe & Doe, 
wholesale millinery, and take it on a “ten-day option”*— 
that is, with the privilege of returning it if it does not 
check to our satisfaction. We ask Bradstreet’s for a 
report, write two banks given as references and two 
concerns in the trade, We receive the following infor- 
mation: 


*It is the common practice to buy the paper “on option” and do the 
checking within the ten-day period; otherwise the paper might be sold be- 
fore the checking was complete, making the effort useless. 
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BROKER’S STATEMENT 


DOE & DOE, INC., CHICAGO 
WHOLESALE MILLINERY 


December 31, —— 


REszuRCES 
Cash on hand and in Banks..... AACE STO TOD $98,009.88 
Notes Receivable ........ccccsccccccccccccccsrececs 1,798.03 
Accounts Receivable ......cccceescecscons $354,304.69 
Less Disc. Res........ Rava howearere $15,943.72 
Less Bad Debt Res...........- 10,000.00 
—_——.__ 25,943.72 
$328,360.97 
Suspense Accts. estimated............-..- 9,389.69 
—_——— 337,750.66 
Inventory of Merchandise...........--... $192,740.56 
Inventory of Supplies.........++++seeeeee: 1,753.75 
——_———. 194,494.31 
32,052.88 
Furniture ands ixtures: ceca ssc oe eco s $57,639.27 
Less Depr. Reserve. ...... 200.60. cecece 14,794.00 
————— $42,845.27 
Advances on acct. Spring business: 
Duties) and» Charges ew ser sell wies'* <teicte ie $17,001.11 
ALRAVELING BEX PENSE acre oielels clotereislolelelovevele crore 4,130.03 
Salaries occ cree cc cictstoricterelveheesteiererertelsterstere 945.52 
TISUPANCEs sisi diicoe orero/cietovorerstodneielotetcietiostevets 1,752.13 
Rent Account ......... Savevereivieleleseteiparess 3,666.72 
Commissions (2.e-cnmes cosnoteisiie slersinierefoseistars 663.42 
28,158.93 
Good Wills aes seccdeeuiwecice alallelaie c'ere (ele ei scareleveletersieistevers 50,000.00 
121,004.20 
$753,057.08 
LiaBILities 
NotessPav able © secu c s-Osicleyserereratenn sie aners mtoteroverere relies $100,000.00 
Merchandise Accts. Payable.........+...0+: $69,941.39 
ess anticipated: Distiscscwtestsecle sitters 965.73 
68,975.66 
COMMISSIONS asec cess otter ree aes Ce oe ates ame 14,501.95 
Taxes 22 0a03 ateeoe eee ae eo oe Save wis isletele evete 951.66 
————$1 84,429.27 
Capital’ and Surplus Profitss.11.:claisterie's sais creio ree caters 568,627.81 
$753,057.08 


(Signed) DOE & DOE, INC., 
By Jcun Doe, President. 


Bank Accounts: Old National Bank, Chicago; First Trust Company, 
New York. 

Trade references: Blank Hat Co., New York; London Feather Co. 
Chicago. 

We have audited the books of Doe & Doe, Inc., Chicago, and we 
certify that the above statement, in our opinion, correctly sets forth the 
financial position of the company at December 30, 


(Signed) PRICE, WATERHOUSE & CU. 
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BRADSTREET’S REPORT ON DOE & DOE, INC. 


DOE & DOE, INC., Wholesale Millinery, 12 So. State St., Chicago 
JOHN DOE, President 

HENRY DOE, Vice-President 

WILLIAM DOE, Secretary and Treasurer 

DIRECTORS, above, with A. B. C. and D. E. F. 


The following statement was received by mail on November 22, ——: 


FINANCIAL CONDITION JUNE 30, —— 


AsseETs 
Cashion hand andy in’banks..0..0¢ «else «.c viie cece eis $60,306.36 
Notes receivable: <i. cjaces cone weer Dratoloeveriarcrlenrae eee =: 149.85 
———__—— $61,456.21 
Accounts receivable ........... ale algrere wre siete clare asters $380,345.94 
Gess7discoutit) reservessccc soc s oc smrwce scales. $17,115.57 
Less bad debt reserve.......cceccsccccesce 10,000.00 
27,115.57 
$353,230.37 
Suspense account estimated ......... SABASHOOCHHOOO - 4,738.02 
357,968.39: 
$419,424.60: 
Inventory of merchandise...........-.:secee. ooceee 011,510.36 
Inventory of supplies............... seierereiaror afersiats pele 2,714.99 
—————__ 314, 225.35 
Furniture and fixtures .......... elvicteiote alelaiciclereieie erate Ome Flee 
essmOepreciatiOn ereseLVe seve aeicioe aise eieisia(eieiieloleie re eee 17,722.57 
—————_ 40,848.77 
Advances on account, Fall season: 
UTES MAN CM ChaAryesss setae sielsiesisiersleltiersi ser save ereeleere $25,855.95 
EL RAV.ELIN Ge OXP ENSCS mecleiasctelefoiei stare lclsislelele'+'e1e 11s (are aciwode 5,210.80 
SALATIES PAM y COMMIMISSIOMs ere leieratalalerolel sie/sre'a! ol ole/e sielsiereye 4,263.82 
ENSUPANCE co cis casirierelele «sca cisieersievslele eieieis « BOO DUROS - 41,143.85 
36,473.72 
CSOD Wi ere ayes escrstelties «cic oie wiolete arene BOSD ODEO wiereferetestelaisiete sisieiels\s1e 50,000.00 
$860,972.44 
LIABILITIES 
INGLES EDAY ADM acca cclsisiele ssisiclele aictatereteleisiern areleleierereteverers $100,000.00 
Weoam Account, and “Interests eric. sie sislele/<jeicicis 0.6 siciejersieiels 30,322.50 
NTECCHANGISC ec sisie sie sieie\c e'efalaleie/ sles sive siovelsiel«) sve $83,453.71 
HCESS BCISCOUTIES I <'5 c1e1e oiclel oiaielalsiaisisie sie els oicleteie7e 2,593.32 
80,860.39 
COMMISSIONS We aeie cls lelaiclere wia'aie'e) sere SOOGOOOOG salsa select 1,189.44 
$218,372.33 
Reserve for commissions ......--.sesessees $15,417.65 
Reserve for taxes ............ sietater axehi= ssses 1,204.55 
16,622.20 
———_— $234,994.53 
Capital and surplus profits............... dadosadcoscdGooc 625,977.91 
$860,972.44 


Sales for the season, $1,499,034.89. 
(Signed) JOHN DOE, President 
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Here we have comparative statements six months 
apart. We find that the ratio of quick assets to quick 
liabilities in the Dec. 31 statement to be about three and 
one-half to one, and without here going extensively 
into the details of the analysis, make the following com- 
parative comment: Cash has decreased. (In December 
millinery bills should be well liquidated.) Notes receiv- 
able have decreased—a good sign. Accounts receivable 
have increased $26,000. Inventory in December, $194,- 
494; in June, $314,225. Furniture and fixture account 
has been scaled $2,000—another good omen. 

Notes payable are in the same amount. The firm has 
evidently borrowed $30,822 for current needs. It has 
$12,000 more accounts payable on its ledgers. Reserves 
about the same, It has increased its stock by $120,000, 
through borrowed money and book accounts payable of 
$80,860, and added $57,000 to its surplus and undivided 
profits. It thus far checks up well. Let us see what 
Bradstreet’s and the other references say about the firm, 
to confirm our conclusion that it is well managed and 
prosperous. 

Bradstreet comments as follows: 


The company is believed doing a successful business and making 
progress and allowing for depreciations are estimated at about 
$500,000. 


TRADE OPINIONS: Eight firms consulted, credit various 


amounts from $2,000 to $25,000 on sixty days, and payments are 
prompt and anticipated. 


ANTECEDENTS: According to certificate filed February 11, 
1909, this company was incorporated under Illinois State laws and 
succeeded firm of same name. The president has been identified 
with this line since 1858. Was senior partner of Doe & Doe; that 
firm was succeeded May 24, 1907, by the Doe Trading Co., which 
name was again changed to Doe & Doe, January 25, 1908. Henry 
and William Doe are sons of the president and the others are former 
employees for many years. All take an active part in the business. 


FIRE RECORD: The company does not appear to have ever 
suffered loss by fire. 


GENERAL REMARKS: The company is understood to be 


doing a large and successful business. The officers are highly re- 
garded personally. 
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The banks write as follows: 


FIRST TRUST COMPANY 


New York, June 27, ——. 
First National Bank, 
New York City. 


Gentlemen: 


Doe & Doe, referred to in your letter of June 25, have been 
esteemed clients of ours for some time and have always maintained 
an entirely satisfactory account. 

We have a high regard for the personnel of the company and 
consider the mora] hazard, in this case, to be very good. They have 
always maintained substantial balances with us and have never 
approached us for any business favors; however, we feel disposed 
to grant them a liberal line of accommodation, and we would not 
hesitate to purchase their note in a substantial amount at the present 
time. 

All the information we have received from time to time regarding 
the company has been in their favor and we would regard the pur- 
chase of their obligations as being a desirable banking investment 
at this time. Yours very truly, 


A. C. B., 
Manager Credit Department. 


THE OLD NATIONAL BANK 


Cuicaco, June 27, ——. 
First National Bank, 
New York City. 
Gentlemen: 

Your letter of the 26th is received. 

Doe & Doe, of this city, have been customers of this bank for 
many years. This is an old reliable millinery firm, with a good 
record. The company makes a good statement. They keep very 
good balances with us and have not borrowed here in two years. 
We should, however, be glad to loan the company a round amount, 
and believe their paper offers a good opportunity for investment. 

Assuring you that it is a pleasure to serve, 

Yours very truly, 
B. J., 
Assistant Cashier. 


Note.—In answering credit inquiries banks as a general rule have 
printed on the letter-head a statement to the effect that the informa- 
tion is given as a courtesy, and neither the bank nor the writer 
assumes any obligation by way of warranty as to the statements 
contained therein, under the doctrine of caveat emptor,—let the 
buyer beware. It is merely the expression of an opinion. 
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We receive the following letters from the trade: 


First National Bank, 
New York City. 


Gentlemen: 

In reply to your inquiry enclosed, will say we have sold this 
account during the past two years with a very large amount of 
credit, running as high as $43,000. They have promptly discounted 
all bills under our terms and are satisfactory in every respect. As 
a matter of fact, we have an order even larger than this for fall 
delivery and will be very glad to make the shipment, for we believe 
they will promptly cover all purchases under our terms. 


Yours very truly, 
BLANK HAT CO. 


First National Bank, 
New York City. 


Gentlemen: 

Replying to your inquiry of the 26th ult., regarding Doe & Doe, 
we beg to say that we have done business with this firm for a num- 
ber of years. Their purchases run from two to three thousand 
dollars a month during the season, and are paid within the discount 
period. All our relations have been most satisfactory. 

Yours truly, 
LONDON FEATHER CoO. 


Being well satisfied on all points, we conclude to 
retain the paper as a semi-liquid asset, until maturity. 


BANK AND TRADE ACCEPTANCES 


The fundamental distinction between European and 
American banking lies in the difference between the evi- 
dences of indebtedness which constitute the item of 
“loans and discounts” in the bank statements. In EKuro- 
pean countries time bills of erchange form a large part 
of the resources of the great banks, while in the great 
American banks, call loans based on stock exchange 
securities constitute the major part of the assets. 

The European banks employ their funds largely in 
what is known as bankers’ bills,—that is, bills drawn on 
bankers and accepted by them on behalf of their cus- 
tomers in accordance with credit arrangements prev- 
iously made.* 

The obligation which the banker assumes in acceptance 
credit is that he will accept bills drawn on him for the 
customer’s account up to a stipulated amount, if they 
comply with certain requirements. The writing of the 
word “accepted”, with the banker’s signature and date, 
is, in substance, a certification that the bill will be paid at 
maturity. It turns an order into a promise. 


ACCEPTANCES DEFINED 


A bank acceptance may be defined as “a bill of ex- 
change, the acceptor of which is a bank or trust com- 
pany or firm, person or corporation or company en- 
gaged in the business of granting bankers’ acceptance 
credit.” 

A trade acceptance is a bill drawn by one merchant 
on another, and accepted by the drawee. 

The bank acceptance is a loan of credit and does not 
involve money except in its final payment, at which time 
the party for whom the acceptance is made is under 
obligation to have on deposit with the bank funds suf- 


ficient to meet it. 


*The acceptances of the London banks amount to about $100,000,000 in 
normal times. This means they lend credit to that extent without depleting 


reserves, and can still loan cash. 
55 
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The trade acceptance has on its face evidence that it 
arises out of a bona fide transaction. It covers the 
specific value of the merchandise, payment for which is 
not yet due, but for which the buyer agrees to pay at 
a stated date. It either directly refers to an invoice, 


— 
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or otherwise bears prima facie evidence that the obliga- 
tion is made for a purchase and does not cover a loan or 
a past due account. 

Trade acceptances have been known in England 
since the reign of James the First, and in France since 
1462, where they were used at the Great Fair at Lyons. 
Some historians attribute their origin to the Florentine 
merchants who were expelled from Italy to Amsterdam, 
whence they drew bills on Florence for the value of the 
estates left behind them. 

The banker who thus accepts for his customer secures 
himself in various ways. It may be the general credit 
worth of the customer, the same as if he were to discount 
the customer’s promissory note. If the credit risk is an 
importation of goods, the banker secures himself for his 
acceptance by the lodgment with him of certain docu- 
ments covering the shipment, which he turns over to 
the customer upon trust receipt, and which are essential 
to the possession of the goods. The trust receipt vests 
title to the goods in the banker, but gives the customer 
the right to turn into manufactured articles or to resell, 
from the proceeds of which the acceptance is met at 
maturity. If the acceptance arises out of a domestic 
shipment, the security will lie in the bill of lading, and 
if it represents goods in storage, the warehouse receipt. 

The fundamental principles under which the accept- 
ance operates are: (1) That the seller shall have abso- 
lute assurance that the goods will be paid for on pres- 
entation of the documents representing the shipment, 
which is covered by the letter of credit, which guarantees 
to the seller that the goods will be paid for as agreed; 
(2) that the bank issuing the letter of credit and making, 
the acceptance in accordance with its terms shall be nro- 
tected. This is provided for in the bill of lading, ware- 
house or trust receipt, which places the legal title to the 
goods under the control of the bank, the physical pos- 
session of which may be in the buyer; (3) that the buyer 
shall have opportunity to sell the goods or turn raw 
material into finished products to provide funds to meet 
the obligation of the bank when it is due. This is pro- 
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vided for under the terms of the trust receipt, which 
allows the buyer possession of the goods, although he 
has no title and cannot make good delivery without the 
release of the bank. In other words, the buyer is merely 
the trustee of the bank in making sales for its account. 
All parties are thereby benefited. The seller has cash 
payment, the buyer the possession of the goods, the bank 
is fully protected, and wherever the cost of money enters 
into business transactions, the benefits accrue by reason 
of the low rate of interest these acceptances command. 

The agreement which the customer makes with the 
banker is, that he will be held harmless for his acceptance 
in so far as the customer is concerned; to place the 
banker in funds at least three days prior to the maturity 
of the acceptance, to meet the same, and to pay him a 
commission for his services and loan of his credit. The 
cost to the customer is the prevailing rate of interest on 
paper of like nature, plus the commission for the ac- 
ceptance, 

While the National Bank Act does not specifically 
prohibit national banks from making acceptances, the 
courts have decided that a national bank has no power 
to make them. With this avenue of borrowing closed to 
them, the business houses of this country could only bor- 
row of their local banks either on their own promissory 
notes or those of their customers discounted at the bank. 
Finding this field too narrow, and the rates of interest 
often higher than obtained in money centers, merchants 
and manufacturers placed their notes through note 
brokers who were in touch with banks and bankers hay- 
ing funds to invest for short-time periods. This process 
has developed what is now known as single-name paper 
and receivables, in contrast to the European bill of ea- 
change.* 


Tue Monty Market 


The time bill of exchange, accepted by a bank of high 
standing is a security of well known quality, while the 


= $ . 
National banks and state banks in many jurisdictions are now 
authorized to make acceptances and are doing so in large volume. 
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single-name paper is only as good as the issuing house, 
and therefore of no standard quality. With the time 
bill of exchange of uniform quality, there is obviously a 
public market in the same sense that there is an open 
market for government bonds, while in single-name 
paper, of various qualities, there can be only such 
market as exists by virtue of banks willing to buy the 
paper. 

The money rate, or money market, in European coun- 
tries is therefore the rate at which these bankers’ ac- 
ceptances will be discounted, while in this country, the 
money market is the rate at which money can be bor- 
rowed in New York on Stock Exchange collateral. The 
fluctuation in money rates in Europe is due to the de- 
mand and supply of bills, which arise from business 
transactions. If trade is brisk the supply of bills will be 
large; if slow, small. As the funds of the banks are 
depleted, the banks are unable, or unwilling, to discount 
except at advanced rates. If trade declines, less credit 
is desired, fewer bills come into the market, the demand 
for investment is more keen, and the rates naturally 
decline. At first sight it would seem the reverse of this 
process, but it is axiomatic that a bank having surplus of 
money will invest it at lower rates than if it has a dimin- 
ished reserve which can only be touched by attractive 
rates of interest. Low rates of interest are a business 
stimulus, high rates a check.* 

This contrast is more plainly apparent when it is con- 
sidered that in Europe money rates fluctuate by frac- 
tions, while in New York money rates are subject to 
violent fluctuations, which register the speculative and 
not the business demand for money. 

Trade never expands and contracts by sudden bursts. 
It is a gradual process. And as trade is a steady upward 
or downward movement, so also is the supply of bills, 
and as a consequence the demand and supply of money. 
Moreover, in a steady market funds move as the tide 


* Since the introduction of the Federal Reserve Banks, however, the 
money market may also be said to be the rate at which the Federal Banks 
will rediscount both commercial paper and acceptances and which rates are 
published daily. 
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ebbs and flows. If France owes England more than 
England owes France, money will naturally flow to 
England from France in settlement. If the London 
market is higher than the French, investment funds wilh 
seek the English market. Money always flows to the 
point of profitable investment. If the Paris discount 
rate is 2 per cent., and the English 21% per cent., the 
French bankers will remit money to London for invest- 
ment there. This increases the volume of English 
money and the London rate will fall. As French funds 
become less, the rate rises, thus checking the outflow of 
French money to England. 

In New York a speculative movement may come sud- 
denly, making a brisk call for funds, and a rise of 3 
or 4 per cent. is unimportant in a speculative boom.* 
Profits in speculation being larger than in trade move- 
ments, only a heavy advance can check undue specula- 
tion. And such movements being unstable and unde- 
pendable, do not tend to attract money from abroad. 

Without bankers’ acceptances we cannot have a stable 
discount market, and without a discount market we can- 
not hope to profit by the ebb and flow of funds such as 
obtains in European money centers. The European 
banker would not invest in our commercial paper as now 
constituted, for he knows little of its worth. But he 
does know of our banks, and until we have the accept- 
ance market fully developed we cannot hope io enlist 
the foreign banker in our financial operations. 


EUROPEAN AND AMERICAN BANKING METHODS 


One of the marked differences between European and 
American banking methods lies in the redisecount fea- 
tures of the several banking systems and we cannot get 
a clear conception of what is hoped to be accomplished 
through the introduction of some of the European ideas 
unless we understand the fundamental principles that 
obtain abroad in the matter of commercial paper. Inas- 
much as the Federal Reserve Act is obviously patterned 


* In November, 1919, call money in New York went as high as 25 per 
cent. and averaged from 8 to 12 per cent. for several weeks. 
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after those features of European banking that best fit 
into our methods and customs, we must understand the 
salient features of Kuropean banking in order to appre- 
ciate the vast power for good embodied in the Act. 

The principal financial markets of the world are Lon- 
don, Paris, Berlin and New York. London is and has 
been for many years the world’s financial center and 
leading discount market. By the term “discount mar- 
ket” is meant that a bill drawn on London, or any of 
the large banks or discount companies of London, or 
offered to them, can without delay be turned into money 
(sold). 

The international trade of the world is financed 
through London. The products of the Orient, South 
America,—the world, are paid for through London 
credits. Paris and Berlin are concerned mainly with 
the trade of France and Germany, but also figure 
largely in world-wide affairs, while New York has been 
the clearing house for American trade, and through the 
influences of the war is fast becoming a world money 
center. 

The reserves of the European banks are not fixed by 
law as is the case in this country, but each bank is left 
to itself to carry as much as experience dictates, the true 
reserve being in the form of instruments that are readily 
turned into cash at the central bank. A security that 
can at a moment’s notice be turned into a circulating 
medium is to all intents and purposes equivalent to 
cash, and is less costly to carry. Through their system 
of branches the whole country is covered by these redis- 
count and collection services, for which the charge is a 
minimum interest, as for instance, the Bank of France 
charges a minimum of five days’ interest. Thus, for the 
last five days of the life of the bill, the French banks 
charge the bank rate, which is usually higher than the 
local rate; therefore, on a bill having sixty days to run, 
the discount rate for fifty-five days would be the market 
rate and for the last five the bank rate, allowing the 
bank to rediscount or collect through the central bank. 

The London discount system consists of the Bank of 
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England, the great joint stock banks, private banks, 
the bill brokers and the merchant bankers, together with 
the branches of the colonial and foreign banks, all of 
which have branches in London. 

The Bank of England is represented here by the Ied- 
eral Reserve System, the joint stock and private banks 
by our national and state banks and trust companies, and 
the bill brokers and discount houses by our note brokers 
or commercial paper houses, the distinction between the 
two being that the London houses deal with bills of ex- 
change, domestic and foreign, while our commercial 
paper houses deal in promissory notes. 

These merchant-bankers were at first merely mer- 
chants, in high credit and known the world over, and 
on whom a bill drawn had a world-wide credit standing. 
Being in such high credit, it developed as time went on, 
that they were induced to accept for other merchants, 
this function proving so profitable that their accepting 
business displaced their mercantile dealings and thus 
they became accepting instead of trading houses. 


Tuer Lack oF ACCEPTANCE PRIVILEGES 


The lack of acceptance privileges has not only 
hampered our foreign and domestic trade, but has pre- 
vented our banks, both city and country, from using 
their credit profitably. The country bank has, as a rule, 
more funds than local demands can absorb, and must 
find an outlet for its surplus money. ‘These surplus 
funds may at the present time be deposited with the 
city correspondent or reserve agent, the Federal Re- 
serve Bank of the district (without interest), invested 
in bonds of various sorts, or in the purchase of com- 
mercial paper. Balances with reserve agents are un- 
profitable, usually bearing 2 per cent. interest. Federal 
Reserve balances are a dead loss, so that it devolves upon 
bonds and commercial paper to make the surplus funds 
profitable.* 

“Members of the Federal Reserve banking system are now required to 


carry a stipulated reserve with the Federal Reserve Bank of the distri 
the cash on hand and balances with correspondents being optional. i 
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In spite of the admirable record of commercial paper, 
its worth as a banking investment depends upon the 
checking process elsewhere described, and has a small 
element of speculation. 

In the majority of instances, the country bank de- 
pends upon the advice of the city bank for its com- 
mercial paper purchases. The acceptance privilege will 
give the country bank the opportunity of purchasing 
the acceptances made by the large city banks, at little 
or no risk to itself, and at the same time make accept- 
ances for those of its customers whom it may deem 
worthy, and thus offset in a measure the loss that is 
confronting the country banker in exchange charges, 
which, under the present movement to put the country 
on a par basis, is inevitable. 

Moreover, it will provide the country bank as well as 
the city bank with a form of security that is easily dis- 
countable at the Federal Reserve Banks. In the redis- 
count of commercial paper holdings, or of its own dis- 
counted paper, under the old regime, such an accommo- 
dation would be made by the rediscounting agent largely 
upon the credit of the bank offering the paper for dis- 
count, the makers, especially home concerns, being un- 
known to the city correspondent. But in the rediscount 
of acceptances,* the credit would be gauged by the qual- 
ity of the acceptance and would not involve the credit of 
the discounting bank except as a secondary considera- 
tion. It is the policy of foreign banks to rediscount 
their paper of short maturity and of the central banks 
to favor such short-time instruments by a lesser rate, 
thus giving the central bank an exceedingly liquid body 
of discounts that are rapidly turning into money at all 
times. 

It has been claimed with much merit that the lack of 
acceptance facilities has placed our importers at a dis- 
advantage in the importation of goods, since they are 
unable to finance their imports upon as favorable a basis 
as is possible with importers abroad who have bank 
acceptance credit. 


 * Other than ‘its own acceptances. 
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If the above principles are understood from the brief 
survey of the field of European banking, it will be seen 
that we have had no discount market and no accept- 
ances as the term is understood abroad. Our banks do 
not rediscount and if so it is a sign of weakness, or sud- 
den call for funds and not a feature of the banking 
business, Our promissory notes do not circulate. They 
are taken as a fixed asset until maturity and if funds 
are needed other mediums are employed than the redis- 
count of the paper holdings of the banks. Our country 
banks needing funds, do at times rediscount with their 
city correspondents, but it is a courtesy and not a right, 
nor a part of their regular operations. All this will, of 
course, change as the acceptance becomes a feature of 
American finance and the Federal Reserve Bank fulfills 
its rediscount mission.* 


THE OPERATION OF A BANK ACCEPTANCE 


The modus operandi of a bank acceptance will be 
seen by a simple illustration. An English cotton spin- 
ner, desiring to purchase cotton in the American mar- 
ket, arranges with his banker to accept bills drawn on 
him by the American shipper at sixty or ninety days 
sight. When the cotton is shipped, the seller draws as 
agreed, attaches the documents,—insurance, invoice, 
bill of lading, etc., and sells the bill toa New York bank, 
thus receiving immediate payment for his cotton. ‘The 
purchasing bank is protected by the knowledge that the 
bill wili be accepted upon its arrival in London or Liver- 
pool. The New York bank forwards the bill to its cor- 
respondent abroad, which presents the same for accept- 
ance. When so accepted, the documents are delivered 
to the bank making the acceptance, which in turn de- 
livers to the spinner, thus putting the cotton in his 


* The rediscount privileges of the Federal Reserve Banks are 


now bei 
used to a very considerable extent by the member banks. eee 


One bank in N 
York had $100,000,000 of such borrowings on March 1, 1920, and 34 hanks 


publishing their statements in the New York Times as of that date had 
$400,000,000 rediscounts and loans against “war paper”. : on 
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Guaranty Trust Company of New York 


Yorcign Department 


Now Yortte.. Sees 


Gentlemen : 

We hereby authorize you to Value On. eemeenrcnmnemniennimtuvinerrvacesinuion 
a OO LIRR a eg en 
up to an aggregate amount of... 
available by your drafts abe 
mialnt: abit G0 a ee 
fer Se Er ee Ae EE ee Ee ee eee 


Bills of Lading for such shipments must be made out to the order of the Guaranty Trust Company 
of New-York, unless otherwise specified in this credit. 


CONSULAR INVOICE AND ONE BILL OF LADING MUST BE SENT BY THE BANK OR BANKER NEGOTIATING: 
DRAFTS, DIRECT TO THE GUARANTY TRUST COMPANY OF NEW YORK, NEW YORK, UNDER ADVICE TO-...--.a..-< 


The remaining documents miust accompany the: drafts’ ArawM OM nee eeceeepe ieee ene reo 

The amount of cach draft, negotiated; together with date of negotiation, must be endorsed on 
back hereof. 

We hereby agree with bona fide holders that all drafts drawn by virtue of this Credit, and in 


accordance with the above stipulated terms, shall meet with due honor upon presentation at the Office -of 
eet drawn /and’ negotisted: prior to et ee 


Guaranty Trust Compaxy of New York, 
by 


N. B, Drafts drawn under this Credit must state 
that they are “‘drawn under Letter of 
OGRA NO Ace eh eee 
pi ee ee ee eee ene eran id 


LETTER OF CREDIT 


possession. The accepted bills are readily discounted in 
the open market and the proceeds placed to the credit of 
the New York Bank. The purchase of the bill in the 
first instance by the New York bank does not involve 
the use of funds, for the New York bank can, upon the 
purchase of the bill, immediately sell its banker’s drafts 
against the credit so created, thus placing the actual 
money or its equivalent in its possession. 
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In the absence of such facilities, the American im- 
porter is given the choice of paying for his goods when 
ordered by draft purchased as above indicated, against 
credits created abroad, but in order to obtain the funds 
to purchase a draft he may have to borrow on his own 
note, in the absence of which the shipper must finance 
the transaction, for which he must of necessity be paid, 
either directly or in the increased price. 

The shipper in the latter instance would draw on the 
importer and hand the draft to his banker for collection. 
If the shipper is not in good credit, his bank would not 
buy the draft, and payment would be delayed until the 
draft could be collected and remittance returned. Our 
importers have got around the cumbersome practices 
heretofore by having their banks arrange with their 
London correspondents to accept bills drawn on them 
for American imports. Such an arrangement would 
work out as follows: In a coffee shipment, for example, 
the shipper would draw his draft in South America on 
London, and readily sell the same, because of the Lon- 
don acceptance which would follow. The South Ameri- 
can bank buying the bill would forward to London for 
acceptance. When accepted the documents are released. 
The London bank forwards the documents to the New 
York bank which opened the credit for the importer, 
which in turn delivers the documents to the importer 
under trust receipt. 

Twelve days prior to the maturity of the bill, the New 
York bank will present a statement to the New York 
importer showing the amount in Sterling that must be 
remitted to London to cover the bill falling due. In so 
doing the importer finally makes payment for his goods. 

This process is costly to the importer, for he must pay 
his bank a commission for arranging the credit, and the 
London bank for its acceptance. The importer also 
takes the risk in exchange rates. If, for instance, the 
rate is 4.86 when the credit is opened, when payment 
falls due the rate might be 4.88, a considerable tax in 
large operations. Thus we have been paying London a 
large yearly tribute for our inability to make our own 
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Guaranty Trust Company of New York 
140 Broadway 
Capital $20,000,000, Surplus $ 20,000,000. 
Cable Address: Ndelitas” 


Fitth Avenue Office 
Fifth Avenue and 
Cobte Addrens! Moeremeo 


-London Office f 
93 Lombard Street.EC. 
Codie Addrese:Gorrinis 


Plonse'eddicas seny.te NewYork. date 
Guaranty Trust Gompany of New York 
Foreign Department 


£. Fleischmann 
Assistant Menager 


Mr. A. EB. Jones & Coe, 
26 Liberty Street, 
New York City. 


Gentlemen: 


We received today from the Bank of Jericho, etc., the 
following cable message: 


"Pay A. B. Jones & Co. 26 Liberty St., New York 
against delivery of documents good shipped Naegeli 


L 2,150 
(Two thousand one hundred fifty Pounds Sterling). 
of wnich kindly note. 


We require hereunder against our payment the reletive 
documents which we understand have to consist of full set of 
bill of lading made out to order and endorsed in blank or to the 
order of Benk of Jericho. marine and war risk insurence certifi- 
cates, and consular and commercial invoices. In case you should 
have been instructed to deliver to us other documents, kindly 
communicate with us at your earliest convenience. 


The above instructions, subject to revocation on the 
part of our principals, mist be strictly adhered to in order to 
obtain payment. When referring hereto, quote our Ex. No. 

Yours very truly, 


Officially signed 


LETTER OF ADVICE 


acceptances. But if the South American shipper could 
draw on the buyer in the knowledge that a large New 
York bank would accept, he could, when the American 
acceptance became internationally known, sell his drafts 
as freely on New York as on London. 

There is no material difference between the operation 
of an acceptance arising out of a foreign transaction 
and one between trading firms in this country, except 
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in the currency in which the instrument is payable. In 
transactions cleared through London, the sum would be 
stated in pounds, and if cleared through New York it 
would be in dollars—‘‘dollar drafts,” as they are called. 

In a domestic acceptance, the operation is essentially 
the same, and in an actual transaction would work as 
follows: Let us suppose a flour mill in Minneapolis has 
contracted with a New York flour merchant for a con- 
signment of flour to be paid for, cash on delivery. The 
merchant in Minneapolis does not want to wait the ten 
days or two weeks while the flour is en route, neither 
does he care to trust the merchant on open account, nor 
take his note, both of which would involve borrowing 
on single-name paper, or discounting the note with the 
home bank, which may not be in position to lend to the 
full extent of the merchant’s needs. Therefore, the 
New York merchant arranges with the Minneapolis 
merchant to draw a draft for the value of the flour on 
him at a designated bank, having previously arranged 
with the bank for a letter of credit as in the foreign 
transaction. If the goods are to be stored, the buyer 
will arrange with the bank to accept for him, and lodge 
with the bank the warehouse receipts as security. The 
bank will release the goods upon satisfactory security, 
or on the open credit of the flour merchant. 


VARIETIES OF BILLS 


The instruments through which world-wide monetary 
affairs are settled consist of — 


(a) International bills. These are bills, drawn in one 
country and payable in another. They are the instru- 
ments of credit for inter-country dealings. They are 
usually “documentary bills,” bills accompanied by ship- 
ping documents, insurance, etc., which are deliverable 
either upon acceptance of the bill or its payment. Such 
bills are drawn by shippers upon well-known banks and 
banking houses, which act as acceptors for their clients, 
taking for their security either the goods, other collat- 
eral, or the general credit standing of the consignee. 
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When so accepted by the bank or banking firm, the 
documents are released and the bill becomes “prime 
paper” in the discount market and commands the lowest 
discount rate quoted. The bill which is accompanied 


TRUST RECEIPT 


New York City ise inx centsomranctema nnd! 


Received from the GUARANTY TRUST COMPANY OF NEW YORK the following goods 
and merchandise specified in the documents described below, and in consideration thereof I/we hereby 
agree to hold said goods in trust for it and as its property and to deliver over to the said Trust Company 
orits assigns the ocean bills representing the gcods and merchandise described below, or other negoti- 
able decuments, or the proceedsof the sale of the goodsand merchandise set forth in the said documents; 
the delivery herein being temporarily made to me/us for convenienceonly, without novation, or without 
giving me/us any title to the documents, or the goods and merchandise they represent, except as 
trustee and agent for the said Trust Company and except to effect the exchange of said documents 
for ocean bills of lading, or to receive the proceeds thereof for the account of said Trust Company. 


The said Trust Company may at any time cancel this trust and take possession of said goods and 
merchandise or of the proceeds of such of the same es may then have been sold, wherever tho said 
goods and merchandise or proceeds thereof may then be found. 


The said goods and merchandise while in my/our hands shall be fully insured against-loss by fire 
and.any other risk that said goods and merchandise may be subjected to. 


I/we hereby agree to deliver said ocean bills of lading, or to pay the proceeds arising from the sale 
of the said goods and merchandise, to the said Trust Company on Or before... or.--paneceneee ncn caceeseeenes im 


Signed. 


TRUST RECEIPT 


by documents that are released only upon payment, is 
not as negotiable as one that releases the documents 
upon acceptance, and does not enjoy so wide or so 
favorable a market as the prime bill. 
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(b) The domestic bill or “trade acceptance” is a 
bill drawn by the seller upon the buyer for a local 
transaction and is the chief form of paper in the Euro- 
pean discount markets that arises from local dealings. 
When a sale is made ‘and delivery of the goods follows, 
the seller draws his draft upon the buyer, who accepts 
it, or has his banker accept for him, returns the bill to 
the seller, who discounts it at his bank. This is in con- 
trast with our method of open book account or promis- 
sory note form of settlement, the former predominating. 

(c) The commercial credit bill, drawn by a customer 
upon his bank and by the latter accepted, after which 
it may be discounted in the open market. The French 
bankers usually require security in some form, or a 
satisfactory endorser, but the Berlin banks grant a con- 
siderable volume of uncovered credits, “blanco bills,” 
with or without security. 

Whatever the form of the bill, or its origin, or the 
security back of it, when accepted by a leading bank and 
free from documents, it becomes prime paper and con- 
stitutes the main stock in trade of the Kuropean money 
centers. ‘They are bought and sold as readily as mer- 
chandise. Through the medium of bill brokers, they 
pass from one lender to another, and in many instances 
find their way into the great central banks, where they 
form the chief item of assets; but wherever found they 
-are considered the liquid assets of the holder by virtue of 
their rediscount privileges and wide market. 

The bill that is purchased by a bank is regarded as a 
permanent asset until its maturity, but may be quickly 
rediscounted if the need requires at the central bank. 
In some instances the bill is rediscounted as a means of 
collecting at maturity, a large proportion of these bills 
being for a short time prior to maturity held by the cen- 
tral bank, and are also sent from place to place in the 
settlement of debts or the transfer of funds. 

Acceptances may be divided into four classes: 


(a) Import acceptances. 
(b) Export acceptances. 
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(c) Domestic acceptances, 
(d) Finance acceptances. 


The first three are drawn by commercial houses, the 
last by banks and other financial concerns. 

Drafts in Europe are not regarded as bills of ex- 
change if made by other than a mercantile or trading 
firm, that is, a bill drawn by a doctor, lawyer, ete., would 
not be considered a true bill. 

The purchasers of bills are: 


(a) The central bank. 

(b) The banking community at large,—banks, bank- 
ing houses, investment concerns, brokers, etc. 

(c) Irregular investors. 


The reason bills are so widely held and in such popular 
favor is the fact that the holder knows that he can always 
discount good bills at the central bank, and in times of. 
stress there is no rush to sell the bills, because of the 
assurance that they can always be turned into cash at the 
central bank. 


THe “Open AccouUNtT” 


The open account has been for a long time regarded 
as a pernicious element in our business world. It has 
two undesirable aspects: It leads to over-buying on the 
part of the debtor, and to over-selling on the part of 
the creditor. These two aspects may best be seen by a 
simple illustration. A manufacturer coming upon what 
he considers a bargain in raw material buys beyond his 
ability to pay. He in turn urges the jobber to over-buy. 
The jobber in turn, through his salesmen, urges upon the 
retailer the over-stocking, billing ahead as an extra in- 
ducement. The retailer in turn urges the goods upon 
the customer upon loose credits and gets out as best he 
can. The day for settlement comes. ‘The retailer begs 
in vain of his customers for settlement, and he, of course, 
cannot pay if they do not. The jobber holds up the 
manufacturer and he in turn the banks. The whole 
business fabric feels the evil of forced and over-trading. 
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The evils of over-trading, forced credits, slow collections 
and in many cases bankruptcy may all be traced to the 
open account, which is a debt without a fixed maturity, 


TRUST RECEIPT 
(DOCUMENTS FOR WAREHOUSING) 


Recetwed from THE GUARANTY TRUST Co. oF NEw York Bill of Lading per-_-__-.- 
dated —______._.________._______.----— for the following goods and merchandise, 
their property, marked and numbered as follows: 


my. 
our 
the said Bill of Lading to be used by { = for the sole purpose of entering the above 
described property at the United States Custom House at the Port of-.——______._____.. as 
andof storing the same in the name, and as the property, of the said THE GUARANTY TRUST 
Co. OF NEw York, and subject only to their order, {fr i hereby agreeing to so store 
the said property and to hand the storage receipt for the same to the said THE GUARANTY 
Trust Co. OF NEW York, when obtained. 

{ wet ALSO AGREE to fully insure said property against fire, the loss, if any, payable 
to said THE GUARANTY TRUST CO. OF NEW YoRK, and to hand to them the policies of 
insurance thereon. 


imported under the terms of Letter of Credit No..-...-..—.., issued by them for { } account, 


V0, 72's [Renee peep Bereta MULE Puen Coueen ne Wee Joe Soto v ASN ("5p 


(Signed) ...... 


TRUST RECEIPT (GOODS FOR STORAGE) 


and it is no dishonorable thing to delay its payment. It 
is a debt easy to create and difficult to collect. 

The open account has been called “credit run wild,”— 
an engine without a governor; but the acceptance could 
be made the governor to control the workings of the 
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credit machine. It will prevent over-buying and over- 
selling. The buyer will curtail his purchases if he knows 
he must meet his acceptance when due, and the seller 
will hesitate to force a large order on an unwilling buyer. 
There is no process by which the book account can have 
the definite maturity that obtains in the case of nego- 
tiable instruments. The seller must sue on an “account 
stated” with all its legal defences, while the acceptance 
is complete in itself, and needs no other proof. It is a 
“carrier without luggage.” The merchant or jobber 
whose portfolio contains well assorted acceptances may 
at all times raise this barricade against trouble, knowing 
they can be promptly discounted at the bank, and at a 
preferential rate, making the acceptance almost the 
equivalent of money. 

For many years thoughtful men have regarded the 
open account as unsound in principle. The practice has 
led to the taking of unauthorized and unearned dis- 
counts. For example: A discount of 2 per cent. is 
commonly offered off the invoice for cash within ten 
days. We all know that money is not worth that much. 
When a merchant offers so great an inducement, he 
knows that the buyer, having large means or credit, can 
and will find some way to take advantage of it, and place 
himself in an unusual position as compared with his 
smaller competitor whose credit, perhaps, does not per- 
mit him to borrow as freely. When a merchant names a 
price, based on his invoice being discounted at a rate 
equivalent to 86 per cent. per annum, it is apparent that 
he must figure his price high enough to stand this dis- 
count, so that the discount is merely a bait to draw 
prompt payment. That is a heavy premium to offer for 
prompt payment, and yet it is one of the commonest of 
trade practices. Take again the merchant who is unable 
to discount. He must lose the benefit of the cash discount. 
Under the present system, the advantage is all with the 
buyer who has large credit at his bank, but who, in pro- 
portion, may be a poorer risk than the small buyer. 

Open accounts have led to the unfair practice of re- 
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turning merchandise after shipment has been made, and 
prior to the due date of the open account. 

The introduction of the trade acceptance would elim- 
inate the necessity of selling accounts receivable, which, 


Trust Receipt for Withdrawal of Collaterals 


Doar S08 ish ekloccsanre uss ING ws MOE pe epee 


Received from Guaranty Trust Co. of New York, the following -property held by the 
Guaranty Trust Co. of New York, as collateral security : 


and in consideration thereof “!" hereby agree, acting as agents for the Guaranty Trust Co. 


of New York, .in this matter, to hold said property in trust, for the following purpose 


only, viz; 


with the understanding that “S will hand the 


as soon as received to the Guaranty Trust Co. of Neéw York, the intention of this 


agreement being to protect and preserve unimpaired the lien of the Guaranty Trust Co. 


of New York, on said property. 


TRUST RECEIPT FOR WITHDRAWAL OF GOODS 


next to cash, are the most liquid assets of the firm, and 
which under the present system of hypothecating can 
only be turned into money at excessive rates. 

The opening of New York and other large cities in 
this country as free discount markets will open up a new 
field of banking which is bound to be very profitable to 
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all banks in city and country which take advantage of it. 
The purchase and sale of acceptances is quite capable of 
bringing fair profits. 

They form an excellent secondary reserve, being, as 
they are, convertible immediately, and much easier to 
handle than stock exchange loans, and usually command 
a better rate of interest. The discounting and redis- 
counting of dollar acceptances in New York already runs 
into the millions daily. In one institution in New York 
the daily transactions frequently run into the millions. 

Under the open account system, the merchant is com- 
pelled to operate his business with a large line of book 
accounts, using his own credit for the purpose of borrow- 
ing on his single-name paper in the open market. Be- 
cause of the fact that the character of his book accounts 
cannot be known without an expensive audit, he is re- 
quired to show a margin of safety in the proportion of 
quick assets to quick liabilities, as a rule not less than 
two to one. No matter how sound may be his credits, 
he must show this ratio in order to float his single-name 
paper. If, instead of book accuunts, the trade acceptance 
obtained, a form of credit, easily negotiated, would come 
into being as soon as the debt was created. If the retail 
merchant were to put his name to an obligation that 
would have a certain maturity, it would check the ten- 
dency to over-buy. The buyer, knowing that the instru- 
ment would be discounted, and his credit injured by 
failing to meet the debt when due, would be careful to 
buy only salable merchandise and extend credit only on 
safe lines. Thus the strain on the wholesaler would be 
reduced and spread over a large number of dealers. 
Through the medium of the acceptance the correctness 
of the amount would be immediately established and at 
the same time many of the troubles growing out of the 
return of goods, counterclaims and set-offs avoided. 

Any practice that makes credit cheap and easy is 
undesirable, and it is admitted that the book account 
credit does tend to make credit cheap and easy to secure. 
Under the open account, differences as to amount, qual- 
ity, warranties, etc., are easily provoked, and the burden 
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of proof is placed on the seller as to the terms and con- 
ditions of the credit. 

It is well known that unfair advantages are taken in 
the matter of discounts, and all sorts of tricks resorted to 
in order to obtain the concessions which have become void 
through lapse of time. 


ACCEPTANCES AND F'OREIGN BUSINESS 


In discussing acceptances and foreign business, Paul 
M. Warburg, formerly of the Federal Reserve Board, 
in the course of an address before the New York State 
Bankers Association, said: 


“It is a strange fact that many of our business men who enjoy 
the reputation of being keen and progressive are actually wasting 
their funds by still using foreign acceptance credits instead of 
American. At Rio de Janeiro I found to my surprise that the 
majority of American coffee importers were still using letters of 
credit in sterling for which they were paying a discount rate of 
about 434 per cent., as against the American discount rate of two 
per cent. Moreover, in doing so, they were often paying two com- 
missions, one to the foreign banker who issues, and one to the 
American banker who opens, the credit, instead of paying a single 
commission to the American banker. 

“Let me venture to urge most earnestly that our bankers canvass 
their lists of importing and exporting firms and point out to them 
the folly of not using American banking facilities. * * * 

“Our machinery is now firmly organized. There are now local 
banks almost everywhere abroad willing to buy American drafts 
going forward for acceptance, and to deal in dollar exchange on 
practically the same narrow margin which prevails in dealings in 
sterling, marks or francs, and the Federal Reserve Banks are will- 
ing, whenever desired, to do their share by quoting ‘favorable dis- 
count rates’ to assure the rate of discount pending the time of 
transit. This new feature of American banking, which is to be one 
of the roots of our strength and, at the same time, a new source of 
profitable and sound banking, ought to be developed energetically 
by both our bankers and our business men.” 


POSSIBILITIES OF THE ACCEPTANCE 


The advent of the domestic acceptance will bring into 
the financial and business world a new type of instru- 
ment that has untold possibilities for good. Under such 
a system our main commodities such as cotton, grain, 


—— 
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etc., could be held in storage and marketed at favorable 
times, such acceptances carrying the two-fold security 
of the goods and the credit of acceptor, supplemented by 
insurance and ample margins for shrinkage. By the 
bank acceptance, a bank may, without tying up any of 
its funds, give validity to a self-liquidating security by 


BAILEE RECEIPT. 


Rervibed prom tne Guaranty Trust Company of New York, 


solely for the purpose of selling same for account of said Company: 


marked and numbertd=— = ee ee FO eed a 
and_______________._hereby undertake to sell the property herein specified, for 
account of the said Company, and collect the proceeds of tie sale or sales thereof, 
and deliver the same immediately on receipt thereof to the said Company, to be 
TINUE EL COMIC OF COTE Of ere er ae oe ee 
hereby acknowledging __..____._10 be Bailee of the said property for the said 
Company, and —____. do hereby assign and transfer to the said Company 
the accounts of the purchaser or purchasers of said property to the extent of the 
purchase price thereof, of which fact notice shall be siven at the time of delivery of 
the said property by ___to such purchaser or purchasers and all invoices therefor 
shall have imprinted, written or stamped thereon by-—_____the following: 

“Transferred and payable to GUARANTY TRUST COMPANY OF NEW 

YORK, 140 Broadway, New York.” 

Tf the said property is not sold and the procseds so deposited within ten days 
from this date, __._____undertake to return all documents at once on demand, or to 
pay the value of the goods, at the Company's option. 
™m 


The said goods while in Ne hands shall be fully insured against loss by fire. 
The terms of this receipé and agreement shall continue and apply to the mer- 
chandise above referred to whether or not control of the sanve, or any vart thereof, 
be at any time restored to the Guaranty Trust Company of Vew York, and 
subsequenily delivered to us. 
Dated at New York,—— Spe see anna MOR ne yrs yee Nae ere Ey ASP § 


pr a rn eer ST 
BAILEE RECEIPT, GOODS KELEASED FOR SALE 


accepting drafts for its customers’ account and charging 
a small fee for the loan of credit. 

Even though the drawer of the instrument has no 
credit outside local circles, the addition of the bank’s 
name, even though a small institution, would make the 
paper salable in the open market at a lesser rate than 
the paper would carry at home. ‘The maker of the 
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paper, with a bank acceptance thereon, could in turn 
pass the paper on to the wholesaler or manufacturer, 
who in turn would be able to discount it with his banker 
and the latter with the Iederal Reserve Bank of the 
district. The commercial credit would by this process 
be turned into a bank credit and the bank credit be 
liquidated through the sale of the merchandise. 

The holder of a bank’s acceptance has the same legal 
rights against the bank as the holder of a bank’s promis- 
sory note or bill payable, but banks are not authorized 
to use their acceptance power for the purpose of bor- 
rowing money for their own use. They are specifically 
limited by the terms of the Act to the acceptance of 
drafts or bills of exchange— 


(a) Which grow out of transactions involving 
the importation or exportation of goods; 


(b) Which grow out of transactions involving 
the domestic shipment of goods; 


(c) Which are secured at the time of acceptance 
by a warehouse receipt or other document convey- 
ing or securing title covering readily marketable 
staples; 


(d) Which are drawn upon it * * * by 
banks or bankers in foreign countries * * * 
for the purpose of furnishing dollar exchange, as 
required by the usages of trade in the respective 
countries. 


The Federal Reserve Act is the strongest and most 
constructive plan yet devised to provide business men 
with real financial assistance, by virtue of the fact that 
trade paper may be discounted with the Federal Re- 
serve Bank at all times, which is equivalent to saving 
that an instrument arising out of a business transaction 
may be quickly turned into money at minimum rates of 
discount. The Federal Reserve Act utilizes the goods 
of the nation as a basis of credit, supplies credit and 
money when, where and as needed for seasonal credit. 
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BENEFICIAL EFFECTS OF THE ACCEPTANCE 


The benefits to be derived by the buyer in the trade 
acceptance are: 


(a) A stronger sense of obligation, in that he has a 
definite debt, represented by an instrument which can 
be sued upon, and is self-proving in a court of law. 

(b) Safeguards against over-buying, due to the fact 
that the buyer will not over-stock if he has to meet the 
obligation at a prescribed time, under more stringent 
procedure than the book account affords. 

(c) Lower costs. 

(d) A better system of financial operation. 


The trade acceptance converts the sale and delivery 
of merchandise into a liquid credit promptly and cheaply 
available for the financial needs of the seller, which are: 

(a) Better financing facilities by possession of an 
available liquid credit. 

(b) Smaller operating costs and consequently lower 
prices. 

(c) Reduction of bad debts and losses. 

(d) Relief from unfair discounts. 

(e) The bank and not the seller carries the credit. 

(f) Cheaper money rates, acceptances being given 
preferential rates in the discount market. 


The advantages of the trade acceptance as a substi- 
tute for the present method of financing in this country 
are so admirably and simply set forth in a brochure 
issued by the Federal Reserve Bank of Atlanta that I 
herewith quote it in full: 


Q.—W hat is meant by the Trade Acceptance system? 

A.—The substitution of time drafts, drawn by the 
seller on the buyer of merchandise at the time of sale, 
for the present system of “open book accounts.” 

Q.—What is a Trade Acceptance? 

A.—A draft with a certain maturity, drawn by a 
seller on a buyer, for a fixed or determinable sum of 
money representing the purchase price of goods; pay- 
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able to order and bearing across its face the unqualified 
and unconditional acceptance of the buyer. 

Q.—What is objectionable in the “open-book ac- 
count” system? 

A.—‘“Open book accounts” are not payable on any 
definite date; they are subject to unknown offsets and 
may be disputed; the buyer who is able to pay cash gets 
a disproportionate earning out of cash discounts; the 
buyer who must take time is placed at a tremendous dis- 
advantage therefore, and whenever possible borrows at 
his bank on his own direct obligation to discount his 
bills. The banker studying the statement of the bor- 
rower for the purpose of extending credit regards the 
item of “accounts receivable” as subject to considerable 
depreciation, and largely for that reason demands a 
substantial excess of quick assets over current liabilities. 
All of these circumstances work to the disadvantage of 
the buyer of merchandise. 

Q.— What are the disadvantages of the “single-name” 
note tn the hands of the banker? 

A.—First, all national banks and many state banks 
are strictly limited by law as to the amount of loans 
they may make to any one borrower—a limitation which 
does not apply to the discount of “two-name” paper 
representing a current business transaction, such as 
trade acceptances. The limitation in the case of single- 
name paper is required by prudent banking, but where 
there are obligations of many different buyers with the 
endorsement of the seller, such limitation is not essential 
or desirable. 

Second, “single-name’” paper has been regarded 
heretofore as undesirable for rediscount, and lending 
banks have usually required the direct obligations of 
borrowing banks, which the latter were averse to give, 
since “bills payable’ by banks have been for a long 
time looked upon by the public as elements of weak- 
ness; and so the lending powers of banks were neces- 
sarily limited by reason of the necessity of holding the 
notes of their borrowers until paid, 
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Q.—What are the advantages of the Trade Accept- 
ance in the hands of the banker? 

A.—The legitimate acceptance of the successful deal- 
er, discounted by the seller at his bank, is the most 
“liquid” kind of paper obtainable, and in the event of 
any sudden withdrawal of deposits or any unforeseen 
stringency, such paper in the hands of the banker is im- 
mediately available to meet such withdrawals or for ad- 
ditional loans. 

Q.—Why should a seller prefer a Trade Acceptance, 
instead of a note from the buyer? Why should a buyer 
who can purchase on “open-book account’ on liberal 
terms, give an acceptance? 

A.—(1) The trade acceptance is, on its face, an in- 
strument representing a particular sale of goods, and an 
absolute acknowledgment of the correctness of the sell- 
er’s claim, as well as a definite promise to pay on a day 
certain. If the acceptance bears the clause prescribed 
by the Federal Reserve Board, “The obligation of the 
acceptor hereof arises out of the purchase of goods from 
the drawer,” it is prime commercial paper rediscountable 
at Federal Reserve banks at a lower rate than other 
paper. 

Therefore, every seller who has trade acceptances in 
his hands instead of open accounts on his books puts 
himself in position to be treated more liberally by his 
bank, and consequently is enabled to handle additional 
business, or, if required, to “carry” a customer who is 
temporarily embarrassed, or to tide over a seasonal pe- 
riod of reduced volume of business. As Mr. Warburg 
of the Federal Reserve Board well says, such a man can 
“sell an asset instead of incurring a debt” for funds 
from his bank. 

These advantages will inevitably be passed on to the 
buyer in the form of more satisfactory terms, lower 
prices, or better credit. 

(2) The buyer who is not in a position to take cash 
discounts will be better able to compete with the cash 
buyer. 

(3) The trade acceptance showing on its face that the 
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obligation is made for a purchase of goods, the transac- 
tion establishes, rather than reflects on, the acceptor’s 
credit. 

(4) By giving a negotiable evidence of indebtedness 
to the seller, the buyer shows his good faith; and by 
meeting his obligation, improves his credit. 

(5) The fact that with every purchase he makes a 
definite promise to pay on a certain day, will train him 
to be a more careful and more intelligent buyer—which 
means better profits. 

Q.—W hat are the advantages of the Trade Accept- 
ance system to business in gencral? 

A.—The general adoption of the system will inevi- 
tably mean less capital tied up for indeterminate periods, 
both on the books of the manufacturer and wholesaler 
and on the books of the bank. A large volume of work- 
ing capital will thus be released for additional business 
requirements. 

In short, the acceptance system is a plain and easy 
way to more business and better business for every busi- 
ness man, and a safeguard against those panics and 
times of stress which have been produced in the past so 
frequently because of lack of self-liquidating credits, 
thereby crippling and curtailing legitimate business. 

Q.—Why ts the Trade Acceptance system not already 
generally adopted? 

A.—The “open-book account” system has grown up 
in America largely through the forces of competition, 
each manufacturer or wholesaler vying with his com- 
petitors in extending easy terms to his customers. No 
other commercially important country conducts its busi- 
ness by any such unsound method; but the fact that the 
open book account is so thoroughly established in the 
United States presents the greatest obstacle, reluctance 
to change, which always works against any betterment 
of existing methods. 

Q.—Is the Trade Acceptance system growing in 
favor? 

A.—Yes; leaders in the financial and business world 
are voicing their approval of the system, and interest in 
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it; many have begun to use it, and its general adoption 
is only a matter of education and time. Business men 
who apply the system in their dealings now, will not 
only greatly improve their own business, but will per- 
form a useful service for the benefit of credit and banking 
conditions of the nation. 


BEGINNINGS OF THE Market In NEw Yorxk* 


The acceptance business in the United States had its 
actual beginning shortly after the outbreak of the 
European War. At that time, under the old state 
banking law, the Guaranty ‘I'rust Company of New 
York was the only institution in New York City accept- 
ing sterling drafts payable at a future date. When the 
London market had to restrict its acceptances, owing 
to the new conditions arising from the war, this Cotn- 
pany immediately began using dollar letters of credit. 

The difficulty at that time was the absence of a mar- 
ket for acceptances. At first. when bills were offered: 
from abroad, drawn under the Guaranty Trust Com- 
pany’s letters of credit, that Company itself bid for 
them. Gradually other banks began bidding and this 
action resulted in lowered discount rates. Later, rates 
dropped still further until, at the beginning of 1915, 
the ruling rate was from 3 per cent. to 314 per cent. 
About the same time the situation began to clear in the 
American money market. Bankers and brokers were 
freely bidding for acceptances, thus showing that a dis- 
count market was near at hand and that the only thing 
lacking was the acceptances. The Guaranty Trust 
Companv supplied this deficiency with its own accept- 
ances. The market soon indicated that it could absorb 
more, and the result was that the discount rate fell to 
about 214 per cent. A number of brokers who saw the 
possibilities in this new line of business, advertised all 
over the country, recommending the purchase of accept- 
ances. This was a great help to the development of the 
discount market. 


* From a pamphlet issued by the Guaranty Trust Company of New 
York. 
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THE BROADENING MarKET FOR BANKERS’ 
ACCEPTANCES 


Eight years ago American bankers’ acceptances were 
not yet in existence. At present not only have they be- 
come familiar in eastern financial centers as a medium 
for investing short-time funds but they are known and 
purchased in many parts of the country remote from this 
seaboard. In this way interior banks, business houses 
and individuals have assumed an important part in the 
financing of our foreign trade. 

While bankers’ acceptances are used to some extent in 
the domestic movement of goods, their principal use is in 
the financing of exports and imports. A typical ex- 
ample of the use of a bankers’ acceptance in export 
trade, without describing technical details, is as follows: 


A TYPICAL BANKERS’ ACCEPTANCE 


A Liverpool merchant buys $50,000 worth of cotton 
from an American exporter in New York. At the same 
time the Liverpool merchant requests his own bank to 
make an arrangement with a bank in New York for a 
“commercial acceptance credit’ —that is, a formal agree- 
ment to honor at maturity a draft or bill of exchange in 
a specified amount drawn in accordance with terms laid 
down in the agreement. The New York bank issues 
this acceptance credit on the guaranty of the British 
bank, which in turn has the guaranty of the Liverpool 
merchant that funds will be available to pay the bill when 
it matures. Under this credit the American shipper 
draws a time bill of exchange on the New York bank 
that issued the credit, due, say, at the end of ninety days. 
The American shipper then presents to the New York 
bank the bill with any documents which may be called 
for under the terms of the acceptance credit, and if found 
to conform with them in all particulars, it is “accepted” 
—that is, the bank notes on the face of the bill, usually 


“Bulletin of the Federal Reserve Bank, New York. 
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in the form given below, the fact of “acceptance,” which 
signifies that the bank will pay the bill upon maturity. 


No.. 292. _. 
ACCEPTED 
DUE Sept. 03,1922. 
PAYABLE AT 00 BROADWAY 
NEW YORK, Geese 2S, 722. 

TENTH NAT'L BANK OF.NEW YORK 


Caghsa~ 
The American shipper is then free to hold the bill 


until maturity, to discount it at his bank, or to sell it in 
the open discount market, whichever suits him best. 


A CONSTANTLY WIDENING DEMAND 


The banks and banking houses which “accept” bills 
are comparatively few, and the discount houses and 
dealers are a very much smaller group; but the group 
which consists of the buyers of bills, both geographically 
and numerically, is a wide and constantly widening one. 

These buyers of acceptances, who are the customers of 
the dealers or so-called discount houses, include, gener- 
ally speaking, those who desire an investment practically 
without risk, the proceeds of which will come due and 
be paid within a short time, or which may be sold at will 
in the open discount market. Some investors purchase 
bills which mature at a time coinciding with a known 
date when they in turn have obligations to meet or 
longer investments to make. In this way the acceptance 
market furnishes a means whereby funds may be em- 
ployed pending the time when they are required for some 
definite and previously known use. 


WIDELY DIVERSIFIED LIST OF BUYERS 


Inquiries were made by the Federal Reserve Bank of 
New York of some of the discount houses, in order to 
ascertain actual purchasers of acceptances other than 
such obvious buyers as city and country banks, insurance 
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companies, savings banks and other financial organiza- 
tions. Among the purchasers were the following: 


Salt, iron and petroleum companies in California. 

A creamery and a telephone company in Colorado. 

A hospital and various manufacturing plants in Connecticut. 

Cotton mills in Georgia. 

Many concerns in Illinois, ranging from publishing houses to 
manufacturers of screen doors. 

A lumber mill in Indiana. 

Elevators and milling companies in Kansas. 

Manufacturing concerns and municipal finance boards in Maine. 

An athletic club in Maryland. 

A linseed company in Minnesota. 

Coke and chemical concerns in Missouri. 

Butchers, laundrymen, and a boys’ club in New York. 

A varied range of buyers from steel companies to sanitariums in 
North Carolina. 

A brewery and a coal miners’ mutual association in Pennsylvania. 

A Utah candy company. 

Texas cotton companies. 

A feed store in West Virginia. 

A dairy farm in Wisconsin. 

Also, scattered throughout the country, trustees of Protestant 
churches, bishops of Roman Catholic dioceses, the Salvation Army, 
colleges large and small, lodges of Elks and other fraternal and 
welfare organizations. 

Also, besides the very large purchases of bills by foreign govern- 
ments and by foreign banks having branches in this country, many 
foreign banks in cities as widely separated as Constantinople and 
Tokio, as well as many individuals in England, Switzerland, Holland 
and other foreign countries. 


This growing demand for bankers’ acceptances is a 
desirable development and indicates the increasing par- 
ticipation of individual business men and investors in the 
work of financing American foreign trade. 
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Bank Statements 


No. 1461. 
REPORT OF THE CONDITION OF 


THE NATIONAL CITY BANK 
OF NEW YORK 


at New York, in the State of New York, at the close 
of business, March 5, 1917. 


RESOURCES. 
Loans and Discounts $406,713,107 62 
Customers’ Liability under Letters of 
Credit 4,301,200 84 


tances” 8,435,775 38 

Liability of Foreign Banks and Bankers 

account of Acceptances to create 
Dollar Exchange. 7,525 00 
Overdrafts, Secured and Unsecured. 6,018 59 
U. 8. Bonds to secure Circulation. 1,784,200 00 
U.8. Bonds Loaned 2,760,500 00 
U. 8, Bonds on hand.. 750,000 00 
Premium on U. 8. Bonds_ 6,472 39 
49,687,659 30 


77,792 50 


51,701 25 
1,500,000 00 
Banking House, Furniture and Fixtures _ 5,000,000 00 
Due from Banks and Bankers. 18,635,917 15 
Due from Foreign Accounts. 471,966 47 
Due from Branches 22,608,217 84 
Exchanges for Clearing House---_- 35,429,227 83 
Checks on other banks in this city... 1,525,578 33 
-Country checks, other Cash Items and 
Fractional! Currency. 1,228,064 32 
Notes of other National Banks_ 73,300 00 
Federal Reserve Notes 1,002,405 00 
Lawful Reserve, viz. 
$56,263,252 39 


Tegntyenden Notes in 


serve 
————————_ 99,187,721 61 
Gold Bullion 1,198,381 56 
Redemption Fund and due from U. 8 
141,210 00 


DONG cc occessaeadesecesseaus ~---$662,588,942 98 
LIABILITIES. 
Capital Stock pald In 
Set aside as capital for Foreign Branchea 
25,000,000 00 


15,035,771 32 
Amount reserved for taxea accrued.-.-. 171,353 28 
Amount reserved for all Interest accrued 131,928 63 
National Bank Notes Outstanding.... 1,782,200 00 
eae to Banks and 
$264,684,518 60 
Dividends Unpaid 1,120 60 
Individual deposits sub- 
ject to check 282,813,928 55 
Demand Certificates of 
t 5,834,636 98 


earns 75 
* 5,035,045 83 


-.-- 4,352,927 47 
1,333,156 24 


’ 570,473,882 22 
U.S. Bonds Borrowed 4,644,700 09 
Bilis payable, includiug obligations rep- 

resenting money borrowed 44,687 54 
Letters of Credit and Travelers’ Checka 4,513,756 43 
Acceptances executed for Customera_. 8,435,775 38 


Acceptances executed to create Dollar A 
Excbange ---- oe 7,525 O0- 
Other Liabilities - 1,447,663 18 


$662,588,942 98 


@EPORT OF THE NATIONAL CITY BANK OF NEW YORK SHOWING HOW ACCEPTAN CES 
ARE ACCOUNTED FOR IN THE STATEMENT 
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THE BOOKKEEPING OF THE ACCEPTANCE 


The introduction of the acceptance has necessitated a 
new scheme of bookkeeping in order to properly ac- 
count for the liability incurred thereby. Inasmuch as 
the equilibrium of the bank must not be disturbed, a 
debit and credit must be opened in exactly the same 
amount. 

On the asset or debit side we have the liability of the 
customer to the bank, the same as in any other obligation 
running to it, and an account is set up in whatever term 
desired, but as a rule designated as “Customers” Liabil- 
ity on Account of Acceptances.” This may be repre- 
sented by promissory notes, trust receipts, or other docu- 
ments, as the bank may elect. Offsetting this we have 
the liability of the bank to the holder of the acceptance, 
represented by the acceptance outstanding. This is 
usually designated “Acceptances Outstanding.” In the 
two forms shown this will be clearly seen and no further 
comment is necessary. 


GROWING USE oF ACCEPTANCES 


Since the original text of this work was written in 
1917, the use of trade acceptances has grown apace, it 
being estimated in 1920 that 20,000 firms were using this 
form of instrument. Immediately after the Federal 
Reserve Act was passed in 1914, banks, chambers of 
commerce and other bodies began to advocate the use of 
acceptances in the place of book accounts as the repre- 
sentative of credit transactions. The mercantile world 
was quick to grasp the fact that instead of carrying the 
buyer on the books of the seller, this burden could be 
placed upon the banks, where it properly belongs. The 
banks welcomed this innovation, knowing they were re- 
ceiving a new form of credit instrument which they could 
freely rediscount in the Federal Reserve Banks. Inas- 
much as acceptances are usually payable at a bank, 
their checking becomes easy and their quality quickly 
determinable. Moreover, the legal limitation as to loans 
does not obtain in respect to such paper discounted. Con- 
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cerns which specialized in loans against accounts re- 
ceivable began to make discounts of acceptances and es- 
sentially became discount houses. Large and influen- 
tial companies were formed to buy and sell bankers’ ac- 
ceptances, and became the essence of the discount market 
for such paper. In all lines of merchandising accept- 
ances were instituted in place of book accounts, so that 
their use has become more or less universal among Amer- 
ican business houses. It was but natural that abuses 
should arise in connection with such an innovation. 


ABUSE OF ACCEPTANCES 


Theoretically, the acceptance is the premier instru- 
ment of the banking and business world. It has all the 
virtues that have been claimed for it, and no claims have 
been made by its advocates in its behalf that have not 
been realized. There were, however, prophets who 
could look into the future and see possible dangers if the 
acceptance was abused. In our business structure there 
is a certain element which is bound to prostitute any 
good thing. Its inherent goodness makes it a target for 
attack. It was prophesied that the acceptance would be 
abused through kiting processes which would bring it 
into disfavor, and the results have proved the correct- 
ness of the prophecy. 

No sooner had the acceptance begun to manifest itself 
in business circles than unscrupulous firms began to issue 
them in fraud. The bona fide acceptance has the follow- 
ing features: 


1. It arises out of a legitimate business transaction. 

2, It represents a bargain and sale of goods—a con- 
summated transaction. 

3. It bears the credit of two names. 

4. It is born with a business transaction and should 
go out of existence when the transaction is finally liqui- 
dated. 

5. It should not renew itself. 

6. It should never represent a mere loan of money or 
credit. 
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An illegitimate acceptance has the following features: 


1. It does not arise from a bona fide business trans- 
action. 
2. It is given for the purpose of raising money on 
false pretenses. 
It may be a renewal. 
It may represent a past due account. 
It may be swapped or kited. 
It may represent a loan of money or credit. 
It may be false in its conception and false in its 


wi 
& 
@ TED OV Ow 


In a rising market, such as was enjoyed during the 
war, when merchants were making money without effort, 
men are not apt to resort to unethical methods in busi- 
ness matters. There is no occasion to use their wits to 
keep a sinking ship afloat. Fictitious paper is not likely 
to arise in a period of business prosperity. But as soon 
as business becomes dull, prices recede and profits turn 
into losses, the unscrupulous are prone to resort to all 
sorts of despicable methods in order to ward off the evil 
day. In such a time the trade acceptance becomes an 
abuse. 

As soon as trade acceptances began to be created it 
was discovered that banks were willing to discount them 
most freely, by virtue of their belief in their integrity. 
The banker’s sense of honor regarded the acceptance as a 
thing to be encouraged and he could not conceive that 
they would be degraded into the lowest form of financial 
instrument. He believed in them theoretically and prac- 
tically. His confidence was due for a rude shock when 
he found how easily he could be duped, and being misled, 
suffered heavy losses by reason of his faith in the instru- 
ment itself and the men who were using them. 

The prophecy that even the smallest firms would use 
the acceptance was warranted by subsequent facts, for 
in selling even so small a thing as a check writer, accept- 
ances are now obtained for as low as $20, running two 
or three months. The larger firms also use them exten- 
sively, and their growth has been substantial. They 
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have, in many respects, become the favored method of 
selling on time. . 

The banking world never could conceive the unlawful 
practices that were soon to be uncovered in the use of this 
form of time paper, and it soon became manifest that 
the utmost care would have to be used if false accept- 
ances were not to become a menace. 


The abuse of trade acceptances may be seen by two 
examples taken from the actual experience of the author. 
A manufacturer of leather bags on Long Island had ac- 
counts and lines of credit in three banks. He was in the 
habit of discounting trade acceptances made by several 
firms in New York and Brooklyn. The accounts in all 
three banks ran regular, maturing paper was promptly 
met, and new acceptances of the same firms offered as 
others became due. The total of this paper discounted 
must have aggregated several hundred thousand dollars. 
In the fall of 1921 he had a fire and shortly thereafter 
went into bankruptcy. At the same time three of the 
firms which had been dealing with him also filed petitions 
in bankruptcy. The total obligations of the several firms 
have never been ascertained, but they would aggregate 
at least a quarter of a million dollars. During the bank- 
ruptcy hearings it developed that this operation was a 
kiting proposition on a large scale, the ringleader of 
which is presumed to have been a lawyer, who acted as 
the clearing agent for the several firms. Practically no 
goods passed between these firms, and the acceptances 
were created in blank, filled in as needed by the ring and 
discounted at the banks as bona fide paper. Had the 
banks asked for invoices covering these transactions, they 
might have been furnished fictitiously; but, as a matter 
of fact, the only dealings between the firms were in the 
form of these acceptances. There was nothing in com- 
mon between the several firms, their business dealings in 
no way interlocking. One of the firms dealt in children’s 
clothing, another in leather bags and the other in cotton 
goods. The acceptances passed from two firms which 
might have had business dealings with one another to the 
leather bag man, but there was no logical connection 
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between the maker and the acceptor. In short, the 
leather bag man could not have business transactions 
with the maker of children’s clothing. The warning is 
here opportune: Consider what connection there can 
logically be between the parties to an acceptance, and the 
kited acceptance is quite impossible. The loss to banks 
in this case is well nigh absolute and will aggregate more 
than $200,000. 

One of the largest users of fictitious acceptances in 
New York operated as follows: He was a coal oper- 
ator, owning a mine. He had a selling firm in Colum- 
bus, Ohio, of which he was a partner. He also sold coal 
in the open market, always favoring acceptance pay- 
ment. He found it easy to discount these acceptances 
with his banks. As a matter of fact, acceptances were 
manufactured in New York in blank and filled in as 
needed. As the acceptances fell due in Columbus, funds 
were telegraphed to meet them, which funds were ob- 
tained by the discount of other acceptances. 

During the coal strike of 1922 he still continued to 
operate in coal acceptances, while he was shipping no 
coal. A very large volume of these acceptances had 
been floated, and when the “‘kite broke” and his resources 
were strained to the breaking point, many of them were 
put into judgment by banks which had taken them in 
good faith. 

The kited acceptance is an accommodation note, based 
upon no legitimate business transaction, a fraud and a 
deceit upon the banking world, and is an outcast as soon 
as its nature is discovered, but this is usually too late. 
Banks and credit organizations have taken cognizance 
of these evils and the law is being invoked to punish this 
practice. Legislation is yet to be enacted that will spe- 
cifically define the crime of issuing such paper; but under 
the Penal Code of New York, covering the obtaining of 
money under false pretenses, convictions have been ob- 
tained and jail sentences have been imposed upon the 
perpetrators of these discreditable practices. In the 
hands of a reputable firm the acceptance is all that has 
been claimed for it and all that could be desired of it; but 
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in the hands of the unscrupulous and designing trickster 
it is a highly dangerous instrument. Only one general 
safeguard is possible—the moral standing of the parties; 
and if this test cannot be made or is unsatisfactory, no 
acceptance should be taken under discount. A false ac- 
count receivable may be created by one party; but a false 
acceptance requires collusion, inasmuch as it requires 
a maker and an acceptor and in this respect two crimes 
are committed; namely, obtaining money under false 
pretenses and conspiracy to defraud. 


TERMS OF BUSINESS 


The terms on which some of the leading lines of busi- 
ness are conducted are herewith given: 
Groceries 


All our goods are sold on 30-day basis, except in special cases, 
such as southern hotels or summer hotels, where we sometimes allow 
60 and 90 days. Notes are never taken by us, except in those in- 
stances where the customer has become slow and it is then more 
convenient for us to use the note as an acknowledgment of the 
indebtedness than to prove the claim if the matter should reach 
litigation. 

ACKER, MERRALL & CONDIT CO. 

(One of the largest wholesale grocery houses in New York.) 


The terms in groceries are 30 and 60 days from date of invoice, 
according to the classification of goods, with the exception of tea, 
which in full cases is billed on four months’ time. ‘The discounts 
are 1 per cent. in ten days on 30-day goods, 2 per cent. for 60-day 
goods and 4 per cent. on the four-months’ goods if paid in ten days 
from date of invoice. 

J. H. ALLEN & CO. 
(Wholesale Grocers, St. Paul, Minn.) 


Tron Pipe, Fittings, Valves, Etc. 

In our line of business the terms of sale in general merchandising 
are 30 to 60 days net, although in a few instances, as is the case in 
every business, these lines are extended to three and four months, 
without interest, because the class of people with whom we do busi- 
ness refuse to pay interest. 

Business used to be done very largely on paper, that is, notes 
covering periods of time—three to four months, but this has almost 
been done away with and we get very little in this line at present. 

This is due to the fact that we have cut down our lines of credit 
to such an extent that we no longer have people on our books who 
require this help. Then, again, we believe that the weaker members 
have been eliminated and others educated up to more businesslike 
methods. 

One difficulty still exists in this and the hardware lines, and that 
is allowance for so-called cash payment. Our terms, as before stated, 
are 30 to 60 days, and 2 per cent. cash, if paid ten days from date 
of invoice. Where a customer, however, buys steadily during the 
month, so that it is difficult for him to pay every bill on the terms 


above stated, he is permitted to pay the Ist and 15th of the month 
96 
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following that in which the purchases were made, or pay before the 
5th or 10th of the month following that in which the goods were 
bought, and deduct the cash discount. 

We all know that this is practically deducting 2 per cent. for 30- 
day payment, but the custom has obtained and it is one of those 
difficult things to change, and we doubt if it will be changed as long 
as the keen competition for business exists as it does to-day. 

Notwithstanding the fact that we have to allow this cash dis- 
count, which is equivalent to four months’ time figured on the basis 
of legal interest, manufacturers, as a whole, demand and insist on 
collecting their accounts within sixty days. 


JOHN SIMMONS CO. 
(One of the largest houses in New York.) 


Brass and Iron Valves and Fittings 

In our trade the terms of sales are from 30 to 60 days net, unless 
otherwise agreed and upon special arrangement. 

In some cases 2 per cent. for cash is allowed if the statement ren- 
dered for the purchases of the preceding month is paid on the 10th 
of the following month. To be more exact, purchases made by a 
customer during the month of May and paid for on the 10th of 
June, a discount of 2 per cent. would be allowed, but only on a 
mutual understanding. 

In writing the terms as above to the writer it would read as 
follows: “2% 10th mo. fol.” 

Interest is charged by many houses after sixty days. We are 
not always successful in collecting it, and in order to avoid a dis- 
pute or lose a customer, it is in many cases cancelled. 

Under no circumstances will the trade allow the post-dating of 
invoices. It will not be tolerated for one moment. 


WALWORTH MANUFACTURING CO. 
(Boston, Mass.) 
Shoes 


Made to order shoes, 4 per cent 30 days, net 60 days. 

On merchandise shipped from manufactured stock—styles carried 
ready for shipment, 1 per cent. 30 days, net 60 days. 

The firm states in explanation of this difference that they carry 
an investment in stock shoes averaging $200,000 at all times, and 
the working interest on this amount of money, together with the great 
convenience and accommodation their customers receive through 
their ability to secure immediate shipment of fifty to sixty styles 
from stock, more than offsets the difference in the discount. 


UTZ & DUNN CO. 
(Large shoe manufacturers, Rochester, N. Y.) 
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Wholesale Millinery 

Millinery jobbing houses in the middle west, that is from and 
including Louisville, Cincinnati and Chicago on the east to Denver 
on the west, Dallas on the south and this market on the north, are 
very well organized and sell goods on the following terms, which 
are strictly adhered to: 

“On goods shipped prior to February 15 and prior to August 15, 
the maximum dating shall be April 15 in the spring and October 15 
in the fall, 6 per cent. discount 10 days after those dates. On goods 
shipped after February 15 and August 15, 6 per cent. 10 days.” 

This is a two-season business, and we ship the millinery trade 
staple goods early in January and early in July for their respective 
seasons. 

Millinery jobbing and manufacturing business in the east has 
been struggling for years to organize as the houses in the west have 
done, and are making some headway in that direction. The business 
in the east, among the small manufacturers especially, is in a much 
weaker condition as far as the terms on which they sell their goods 
depend. STRONGE & WARNER CO. 
(Wholesale Millinery, St. Paul, Minn.) 


Wholesale Dry Goods 

Two per cent. 10 days, 1 per cent. 30 days, net GO days. 

Above are the terms on which all merchandise is sold, in addition 
to which we allow 60 days extra dating to customers who are in good 
financial standing. To persons who are not entitled to credit we 
ellow an extra 1 per cent. for cash in 10 days in lieu of the dating 
privilege, making the shortest terms 3 per cent. 10 days. 

BYRNE & HAMMER DRY GOODS CO. 
(Omaha, Neb.) 


Our general terms are 60 days. We give a dating of April 1 in 


spring and October 1 in fall. 
MARSHALL FIELD & CO. 
(Chicago.) 


Wholesale Lumber 

The terms on lumber shipments, as a general proposition, are 
as follows: 

“Freight net cash. Balance 2 per cent. for cash 10 days 
after arrival and unloading of car. Sixty days acceptance 
from date of invoice.” 

In a great many cases we sell lumber and accept a 90-day 
note from date of invoice. The terms of deducting 2 per cent. for 
cash within 10 davs after the arrival and unloading of car are 
practically accepted by the lumber people all over the country. 
We, like everyone else in the lumber business, make special terms 
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from time to time, but as a general proposition most of the com- 
mercial paper in this business is handled on a basis of 60 and 
90 days. Yours truly, 
THE MOWBRAY & ROBINSON CO. 
(Cincinnati, Ohio.) 


Wholesale Hardware 

Our sale terms are 60 days net, or 2 per cent. for cash in 10 days. 
This custom is pretty well established here. 

We also grant the privilege to customers who buy continuously 
through the month of assembling the bills of one month for settle- 
ment by the 10th of the month following, less 2 per cent. This is 
the custom that has grown up in large centers, and the 10th of the 
month is known as settlement day. Our regular terms, however, 
are as stated above. 


SEATTLE HARDWARE CO. 
(Seattle, Wash.) 


TABLE SHOWING PERCENTAGE OF CASH IN VARIOUS 
CREDIT STATEMENTS 


Percentage 
Quick Cash in to 
Business Location Liabilities Banks Liabilities 
WHOLESALE Nebraska ....... $724,000 $40,000 5.6 
Dry Goops California ...... 740,500 157,800 21.3 
California ....... 428,600 48,200 10.2 
Arkansas ....... 476.000 43,000 9.1 
Maryland ....... 1,391,900 171,500 12.3 
Kentucky ....... 879,700 74,400 8.5 
Missouri 24/0... 179,800 82,200 17.9 
Indiana ........ 276,500 144,200 §2.1 
Missouri ........ 1,068,900 249,900 23.4 
Nebraska ....... 1,830,700 170,000 12.8 
TLEXASS os ents ae 804,206 86,700 10.8 
Maryland ....... 920,600 171,400 18.6 
Missouri ........ 191,000 82,200 16.9 
Utahccs aus cess 434,500 21,500 49 
WuHo.rsaLe Connecticut ..... 857,100 66,900 18.9 
Grocers lowa on ee ae 820,906 7,100 2.2 
1OWa a vere es 192,400 9,500 4.9 
Arkansas ........ 190,500 29,000 15.2 
Georgia ......... 141.000 20,900 14.8 
Minnesota ...... 662,500 88,400 6.8 
Minnesota ...... 913,600 81,400 8.9 
Nebraska ....... 672,500 106,500 15.9 
Nebraska ....... 64,400 22,000 84.1 
Indiana ........ 38,000 960 2.5 
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Percentage 
Quick Cash in to 
Business Location Liabilities Banks Liabilities 
DeparTMENT Georgia ........ 826,300 75.000 23. 
Store News Vorkass. ss 458,500 88,800 8.8 
Nebraska ....... 544,000 57,600 10.6 
Ohiogeeie tc oo 224,000 25,000 11.1 
M ichigan Ber teeters 218,700 147,300 69.4 
Vekas floes ek 7,500 290,900 88.7" 
"Texas iste cele 268,000 40,800 15.2 
Pennsylvania .... 73,200 8,800 5.1 
New. York. ....:. 29,200 8,200 10.9: 
Boors anp Nebraska ....... 206,100 81,100 15. 
Suoes New York....... 901,800 679,200 75.3 
Missouri’ eons oes 843,800 36,700 10.6 
Missouriveeie ce eee 8,587,600 432,400 12.08 
Missouri ........ 212,500 79,400 87.8 
Pennsylvania .... 347,000 52,200 15. 
MILLINERY New York....... 854,400 160,500 45.8 
Minnesota ....... 251,900 54,500 21.6 
New York....... 184,500 98,000 53.1 
HarDWAREe Washington ..... 825,000 83,300 10.8 
Washington ..... 88,100 15,700 17.9 
PoWar sic c nee as 155,900 5,600 3.6 
. Missouri ........ 252,400 6,900 2.7 
Utahiocseaccc ccs 368,200 4,000 1.08 
REX aSa sree ercteccr sire 51,000 529,000 10.4 
Kentucky OBIE Oe 677,000 136,000 20. 
Vitae oh. 262,600 4,100 1.5 
Washington ..... 88,100 15,700 17.8 
CLorTHING New York....... 884,700 127,400 83.1 
ROXAS Ba oeiaciiee 80,700 6,500 2.1 
PLUMBERS’ Chicago (3.2... 834,100 49,700 5.9 
Supp irs Missouri ........ 242,700 16,700 6.9 
Massachusetts ... 684,000 57,900 8.4 
New York....... 868,000 48,300 18.2 
Ohiowrces oe oo 189,200 6,200 8.7 
bala ‘ OWS she sean 1,944,600 1,766,800 90.8 
Pianos New York....... 1,664,300 298,300 17.7 
SILVERWARE Canadaye ee acse 842,600 181,200 21.6 
Brick Co. Missouri ........ 816,800 78,400 23.2 
Cuair Mre. Massachusetts ... 44,100 13,100 29.7 
LumMBER Tennessee ...... 660,000 28,676 4.8 
Ohig bane oan 542,100 17,000 8.1 
Texas ...... -e- 298,800 76,600 26.1 
Sroves 


Roorine Missouri ........ 369,600 387,000 91.2 
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Business 
Men’s 
FurRNISHINGS 
Straw Harts 
Notions 
Corton O11 


CIGARS 
FuRNITURE 


Orn Crotus, 
Rues 
Musica 
INsTRUMENTS 
Drugs 
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Location 


California 
Missouri 


eee eee 


Texas 
Texas 


eescececeeeeree 
eooeoe eee es 


Dexagie seu tes 
New York City.. 


| Missouri 


Ohio 
Colorado ....... 

Pennsylvania .... 
California 
Kansas 


ecoecee ee eee 


ereceseeeee 


*Ratio reversed. 


Quick 
Liabilities 


95,000 
159,000 


122,300 


Cash in 
Banks 


20,800 
63,100 
117,000 
6,200 
97,400 
288 
308,500 
43,300 
5,300 
25,300 


81,100 


125,300 
5,000 
10,400 
8,400 
4,500 


to 
Liabilities 


ANALYSIS OF CREDIT STATEMENTS 
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THE JOHN DOE SUPPLY CO., CHICAGO 
Water, Gas, SteAM AND PiuMsBers’ SuPPLigs 


Assets 

ENventory .3y/).0s0g sieeve eo eee $276,619.16 

Bills Receivable 35 0.55 << ccc evesiere cisue 32,919.47 

Accounts Receivable .........ccceee 196,513.14 

Cashin scars sre ate co le ietarelet ea ele eiarereererere 16,785.33 
———_ $522,837.10 
Furniture and Fixtures......... wists lote 10,622.09 
$583,459.19 

LIABILITIES 

Bills Payable vio. 5 « «desc sem wate $240,000.00 

Accounts Payable 2... 2..00ccceesss 2,714.02 
————_ $242,714.02 
Balance ise hese uci eae tileie ee ee 290,745.17 
$533,459.19 


(Signed) JOHN DOE SUPPLY CO., 
By A. B. C., Manager 


Blank National Bank, New York City 


B A 
ae ona First National Bank, Chicago 


{A CREDIT STATEMENT IN THE SIMPLEST FORM POSSIBLE | 
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JOHN DOE SUPPLY CO. 
Analysis 


The statement of the John Doe Co. is in as simple form as is 
possible in credit statements and contains no unusual items. In 
fact, it has only the standard items found in all credit statements. 

Our attention is first directed to the fact that the firm is a 
plumbing supply house in Chicago, and serves the Middle West. 
It is subject to those influences that affect building operations, but 
is not dealing in luxuries or articles subject to fads. 

No basis is given for the inventory figures and the conservatism 
of this item depends solely upon the character of the management. 

The bills receivable are not large and should not be, for notes 
are not taken in plumbing supply operations, the standard form of 
credit being open-book account. 

The accounts receivable are the main asset, next to merchan- 
dise, and this is as it should be. The cash would seem to be ample. 
The furniture and fixtures are not a heavy item and are passed 
without comment. They might well be eliminated from considera- 
tion altogether. 

The total assets are over half a million and this brings the 
paper within the favored class of the big houses. 

It is not an audited statement, and reliance must be placed 
entirely on the firm’s own integrity. 

The ratio is 2.16 to 1, and sufficient for this line. 
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xX. X. Y. CO., INDIANA 
Wuo.tesaLte Dry Goops 


AssETs 
Cash wis ics caisin ucatonieicretsie oheia er aterenatets $144,186.81 
Accounts Receivable ...... $251,497.99 
Bills Receivable ......... 89,511.82 
291,009.31 
Merchandise). 55 3.50<0tic se «see ea ste 376,189.68 
—————_ $811,885.80 
Buildings and Equipment............ 94,000.00 
$905,385.80 
LIABILITIES 
Bille: Payable )o..cnc.ue see eee. $200,000.00 
Accounts Payable). osu. 7 ose ee pins 76,570.84 
a $276,570.84 
Capital. Scale ae ree ener $500,000.00 
SUPPlUS. ce... ce acele sot inlets aise Clete ats 128,814.46 
a 628,814.46 
$905,885.80 


(Signed) X. X. Y. CO., 
. A. B., Treasurer 


Hanover National Bank, New York City 
Nationa] Park Bank. New York City 
First National Bank, Indiana 

\ Citizens National Bank, Indiana 


Banx Accounts J 


[DRY GOODS STATEMENT WITH REAL ESTATE AND CAPITAL | 
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Reed CO, 
Analysis 


An analysis of this statement shows the following facts: 

The line, dry goods, a staple commodity and in constant de- 
mand. 

The place, Indiana, and, therefore, subject to the crop condi- 
tions of the Middle West. 

It is an unaudited statement, and reliance must, therefore, be 
placed entirely upon the firm’s own figures. 

It has bank references, as all statements should. 

The ratio of quick assets to quick liabilities is 2.9 to 1, and is 
quite satisfactory. 

The bills receivable open the question as to what they repre- 
sent, and if the margin of safety were closer we might inquire of 
what they consist. Dry goods are generally sold on book credit, 
and notes, if taken, are often for slow and doubtful accounts. 

The cash on hand is ample, and nearly twice as much as the 
accounts payable, an indication of strength. 

The capital is over half the total assets and ample for a busi- 
ness of this size. ‘The proprietors have contributed twice as much 
as the creditors to the working funds of the company. 

The real] estate is not a large item and may be passed without 
comment and regarded as supplementary to the other assets. 

The surplus has probably been earned, and is one-quarter of 
the capital stock. 

The bills payable are in a round sum and we may conclude 
the firm has issued but one form of paper—the single-name, as it 
properly should. 

It is a healthy statement; but having no sales or yearly 
profits, we cannot make other deductions than as above. 
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THE JOHN DOE CO., NEW YORK 
MANUuFAcTURERS OF WOOLENS 


AssETs 
Inventories of Stock .)..¢20, see. 5 ss ome ca seees $598,936.47 
Cash on Hand and in Banks .............2--0- 44,819.48 
Notes: Receivable ) ..i:.4/.:sas.c sseplameciele sales sete me 175.00 
Accounts Receivable .........eee00- $250,745.11 
Less Accrued Discounts............. 8,051.74 
— 242,693.37 
Total Quick Asseta®? ost)... 4 see cen $881,624.32 
Real Estate, Buildings and Machinery .$559,829.61 
Less Reserve for Depreciation....... 215,845.97 
— 344,483.64 
$1,226,107.96 
LIABILITIES 
Notes Payable 5, oc scutes peace tee sa ees $395,000.00 
Accounts Payable ...............06- $88,897.80 
Acerued Pay Roll... 2... ce.00. 000 me 4,831.25 
en 42,729.05 
Floating. Debtsiv. occ ancs ence tone cee $137.729.05 
Surplus Accounl ji s:s vise oi shock «Sais auote slat etepene wile 638,378.91 
Capital ‘Stock’. :Sescescce hee eoe ee 150,000.00 


$1,226,107.96 


(Signed) THE JOHN DOE CO., 
X. Y. Z., Treasurer 


Merchants National Bank, New York City 
Bank Accounts Chemical National Bank, New York City 


Above figures prepared by A., B. & C., Certified Public Accountants 


[MANUFACTURING COMPANY'S STATEMENT, CERTIFIED } 
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THE JOHN DOE CO. 
Analysis 


In any factory statement we would expect a considerable in- 
vestment in buildings and machinery and such proves to be the 
case in this one. 

We find the notes receivable nominal, and properly so, for 
the firm sells on book credit and should not take notes in pay- 
ment. It is to be congratulated on the absence of such items in 
its statement. 

The accounts receivable are depreciated by the discounts that 
will be deducted, thus giving them the net cash value, assuming all 
are good. 

We further notice that it has a large depreciation account, 
and this is a sign of health and good management, for machinery 
wears out constantly and rea] estate depreciates, as a general rule. 

The accounts payable are small for a million-dollar concern, 
and it has treated its payroll as an accrued liability. 

The surplus is large and the capital relatively small, indicating 
that it has built up its surplus from profits, and can pay large 
dividends to its stockholders, making the stock valuable. 

The ratio is a trifle over % to 1, the statement signed and 
audited, and the paper may safely be bought. 
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JONES & CO., NEW YORK 
DEPARTMENT STORE 


ASSETS 
Cash on Hand and in Banks........ $38,817.63 
Merchandisesocic'siecc eter ehcrs tere ieicveters - 478,858.61 
Accounts Receivable ............+. - 858,925.07 
Bills Receivable! ooo nsie/einsce es sisiene's 63,922.57 


Equity in Life and Fire Insurance.... 18,614.22 


Equity in Store Property, Fixtures and 


Equipment yas geacees 22.0086 ees mes $702,696.68 
Realsiiistate cesar cats tistetsuaidaeceserer ste 14,228.83 
Delivery Equipment .............. ot 082.68 
Treasury Stock .......... weld claaiiletp 70,000.00 

LIABILITIES 
Creditors! 03). c.'do Scenes hae es cae eed SesT GOH 
Bills Payable. o%'s res atsas so sels teres 314,800.00 
Capital Stock: 

Authorized .......... $1,000,000.00 

Unissued is 3% oshitecees 11,900.00 

Tssired \ieetche avetere cake eerste mete $988,100.00 
Surplus and Undivided Profits....... 236,122.55 


Reserves for Depreciation on Fixtures, 

and Possible Loss on Accounts Re- 

céivable yee one Tea Owe gee oe hee 51,005.97 
Reserve for Taxes and Interest...... 14,717.53 


(Signed) JONES & CO. 


$953,638.10 


794,838.10 


$1,748,476.20 


$458,580.15 


1,289,946.05 


$1,748,476.20 


V. A. Jongs, President 


Certified: Tuer Cuarterep Accountants Co. 


Banx Accounts 1 


First National Bank, New York 
Citizens Trust Co., New York 


[SIMPLE DEPARTMENT STORE STATEMENT | 
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JONES & CO. 
Analysis 


From our knowledge of the department store business we 
would expect certain features to be in evidence in a good statement 
of such a concern, namely, a large amount of cash, merchandise 
predominating, few or no receivables, and real estate and fixtures 
in considerable amount. We would expect the firm to have a large 
amount on its books, since it does a charge business, and likewise 
owe a considerable sum for merchandise. Let us see how these 
expectations are met. 

Not having the volume of sales, we cannot comment upon the 
amount of cash, the turnover or the business methods. 

The merchandise is equal to half the quick assets and one- 
quarter the total assets. The method of valuation cannot be deter- 
mined without advice from the accounting firm. In some state- 
ments this is voluntarily furnished. 

The accounts receivable are approximately one-third the quick 
assets, but without the volume of sales we cannot determine as to 
the collection methods, which would be possible if the volume of 
sales was known. 

Bills receivable should not be in evidence in a department store 
statement, for it sells for cash only, or on book credit. We would 
want information as to character of this item. 

The equity in life insurance is probably the cash value of a 
policy running to the firm and issued on the life of one of the 
members. 

The only equity there can be in fire insurance is unearned pre- 
miums and should be so stated. 

The real estate equities are large, being nearly one-half the 
total assets. We cannot, without inquiry, determine the conserva- 
tism used in this item. 

The delivery equipment is not large, but would have been bet- 
ter held at cost, less depreciation, thus showing prima facie that 
this is the depreciated value. 

The firm has listed the entire capital stock as a liability and 
holds as an asset the unissued remainder, an allowable accounting 
method. 

It owes various creditors $143,730.15, and on single-name paper 
(a conclusion due to the even figures) $314,800, a total of $458,- 
530.15, or less than one-half the net quick assets. 

It is capitalized at a million, all but $11,900 issued, has sur- 
plus and undivided profits of $236,122.55, has set up a reserve for 
depreciation on fixtures and loss on receivables, and holds a reserve 
for taxes, altogether making a satisfactory showing. 

It is certified. The ratio is satisfactory. 
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V., B. & G. CO., MICHIGAN 
DEPARTMENT STORE 


Assets 
Last Year This Year 
Merchandise ...............-0---5 $913,534.11 $947,627.80 
Outstanding Accounts ............ 829,770.66 314,130.66 
Cash and in Banks ............... 78,184.74 108,165.51 
Quick Assets ..............2.-. $1,821,439.51 $1,369,923.97 
Store Fixtures 4... 005.0250. 0eaceree 224,848.22 206,037.28 
Underwriters )..08.0 cscs Se ies wee 6,256.53 6,951.92 
Fixed ‘Assets. ;) 0. soo nate $230,599.75 $212,989.20 
Total os c2 oe ee ae See $1,552,089.26 $1,582,913.17 
LIABILITIES 
Capital Stock paid in.............. $1,000,000.00 $1,000,000.00 
Due Stockholders .............+.. 181,689.19 233,093.08 
Doubtful Account Fund ........... 8,883.81 2,627.44 
$1,190,478.00 $1,285,720.47 
Bills: Payable o/s:aivaceawe es ee 300,000.00 265,000.00 
Accounts Payable (not due)........ 48,102.58 64,434.22 
Savings Account ................. 13,468.73 27,758.48 
Total’ Debts 2. sone se tae $361,566.26 $847,192.70 
Total Jiabilities ........... $1,552,089.26 $1,582,9138.17 
Sales.ic. sock eee sc eee $4.,422,004.00 
Net Profite sc. hoc cee 255,000.00 


(Signed) V., B. & G. CO. 


REFERENCES 


Notes Payable at National Blank Bank, New York 


Detroit National Bank, Detroit 
A. B. C. National Bank, Detroit 


[A COMPARATIVE STATEMENT WITH SALES} 
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V., B. & G. CO. 
Analysis 


Here we have a comparative statement by which we may test 
the progress of the firm. We note that the ratio of quick assets 
to quick liabilities is higher this year than last, a good omen. 
Second, that merchandise has increased $34,000, while outstanding 
accounts are decreased by $15,000, indicating better collection 
methods or more sales for cash. The cash on hand is greater by 
$30,000. Store fixtures are scaled down by about 9 per cent. 

On the liability side we note that the bills payable item is 
$35.000 less, the accounts payable a trifle larger, and an increased 
liability in savings accounts, representing, doubtless, deposits of 
the employees. The doubtful account item is diminishing. 

The sales are about $370,000 a month, and the outstanding ac- 
counts represent, therefore, less than one month’s sales, while the 
merchandise is sufficient for three months’ sales, allowing a turn- 
over of four times a year. 

The net profits have evidently been withdrawn, as the assets 
have increased but $30,000, after a year’s operations, resulting in 
a profit of $255,000. 

The ratio of quick assets to quick liabilities is 3.9 to 1, a very 
satisfactory condition. 

It is, however, an unaudited stateinent. 
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THE COMMERCIAL DRY GOODS CO., TEXAS 


ASSETS 
Inventory of Merchandise and Supplies......... $263,444.59 
Accounts Receivable-—Customers...........sece- 223,367.17 
Accounts Receivable—Miscellaneous............. 5,802.49 
Notes (Receivable oils ssa ecuicyc eiaietehe lalate leletatenstsistcr ote 11,238.33 
Cash on Hand and in Bank................+-- 21,864.54 
$525,717.12 
Mfg. Equipment, Furniture and Fixtures $8.321.20 
Outside Real Estate, less Mortgages... 6,489.91 
Blank Building’ Co. Stock.\.055 22.2 24,000.00 
Surrender Value of Life Ins. Policies*.. 1,720.80 
Hotel Building Assn. Stock Subscription 400.90 
Prepaid Interest, Insurance, etc....... 3,850.50 
paca Laat 44,782.41 
Total aaj. sa:307) caw alate at ee a aimee ere $570,449.58 
LIABILITIES 
Notes) Payable\.32-2.. Sak Or gues stroke create ouieioe tints $175,500.00 
Accounts Payables (tc 5is.cleils doles sacs ereere wes 8,917.02 
Dividend on Capital Stock...... ERE MMA Si cient ciao 6,000.00 
Acorned!\ Taxes acs ic ciaie sine 3 nese ckete tess soauene teeeaetebate 626.00 
$186,043.02 
Capital Stodk os aortic ee es cele eee $300,000.00 
Surplus Jan. 1, —— ...... $52,803.98 
Net income for year to 
Dexbie ee 62,102.53 
$114,406.51 
Less Dividends of 10% de- 
clared ($24,000.00 paid) 30,000.00 
——————. 84, 406.51 
—_—_—__— 884,406.51 
Total ie Ok ea eareiehs eines POs re eon nee rane $570,449.58 
Net: Sales eee ae aay RR aad een cen $1,068,136.00 


Above audited and certified correct by Marwick, MitcHEtt, 
Prat & Co., Chartered Accountants. 


*Nore: The life of Mr. John Blank, President, is insured in favor of 
the Company for $20,000.00. 


[WHOLESALE DRY GOODS STATEMENT] 
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D. K. DRY GOODS CO. 
Analysis 


Our attention is first called to the merchandise item, which has 
decreased $139,000. The stock has either been marked down or 
reduced by sales. From the accounts receivable we conclude that 
it has not been sold on credit, for the receivables are practically 
the same as a year ago, and the cash reduction of $113,000 is evi- 
dence that it has not been turned into money; therefore, we look 
further for the cause. 

Furniture and fixtures has been depreciated, propcrty and real 
estate increased $7,000, stationery has been reduced and live stock 
likewise depreciated. 

There is practically no change in the total of fixed liabilities; 
but we find a reduction of $252,000 in bills and accounts payable, 
and we conclude, quite properly, that the company has turned mer- 
chandise into money and liquidated its debts. There is a shrinkage 
of $258,000 in the total worth of the concern, due to shrinkage in 
merchandise and cash, but the statement shows over 2 to 1 in quick 
assets. 

It would be well, therefore, to obtain more information before 
extending a heavy line of credit, and an inquiry would, no doubt, 
prove satisfactory. 
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BLANK STOVE MANUFACTURING CO., MISSOURI 


ASSETS 
Merchandise—Made ..........---- $527,890.55 
Merchandise—Raw ...........-.+-- 200,911.08 
$728,801.58 
Accounts Receivable ...........-+: 750,065.01 
Cashvand Sing Dank irerc ote cxcioselerorene 2,688.77 
a 18148155586 
Real Estate (See Note No. 1)...... $306,626.24 
Buildings (See Note No. 2)........ 470,729.58 
Machinery, Patterns and _ Fixtures 
(See (Note:No8)cecce eet 218,828.32 
SSS 996,184.14 
Good Wills o.oo See ee, eee 1,888,963.68 
$4,366,703.138 
LIABILITIES 


Capital—Preferred ....$1,500,000.00 


Common ..... 1,500,000.00 
—_——_———$3 000,000.00 
Sorplog: 7. os s.. waciiee ce ere ere 414,151.65 
Profitiand, Loss i. 2 hoes ee ee ee 191,604.57 


—— $3,605,756.22 


Bills sPavable: 50.65.00 0s ys icets Sete 435,000.00 
Owed Stockholders ............... 163,500.00 
Owed Blank Match Co............ 110,000.00 
Aceounte: Payable. see ec aan 52,446.91 
_— 760,946.91 
$4,366,703.138 


Note No. 1—Appraised by John Doe for $622,600.00 
Note No. 2—Appraised by John Doe for 575,159.14 
Note No. 83—Appraised by John Doe for 508,770.11 


Sales Net Profits Dividends Paid 


Last Year. . .$1,506,440.67 $181,137.84 6% Pref. 5% Com. 


This Year... 


1,718,715.29 191,604.67 6% Pref. 5% Com. 


(Signed) THE BLANK STOVE CO., 


By Joun Bian, Treasurer 


[STOVE MANUFACTURER’S STATEMENT, WITH REAL ESTATE APPRAISAL] 
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BLANK STOVE MANUFACTURING CO. 
Analysis 


The first noticeable feature about this statement is the low 
cash balance, which for a four-million-dollar concern would seem 
insufficient. It is not enough for one payroll, and any occurrence 
that would shut off the ready supply of money would embarrass 
the firm. 

Attention is called to the real estate valuations, which are far 
below the independent appraisals as shown at the bottom of the 
statement. 

The good will is nearly one-half the total worth, and is so 
large a proportion of the gross assets that we inquire as to the 
reasonableness of this valuation. But this high valuation is over- 
balanced by the low valuation of the real estate. 

The company owes its own stockholders $168,000 and the 
Blank Match Co. $110,000. We should be justified in asking for 
a commercial report in order that we may get further information 
as to the company’s affiliations and its history. 

The sales increased $200,000 and the net profits $10,000. It 
pays dividends on both classes of stock, and has a comfortable sur- 
plus, but unless the small cash balance was satisfactorily explained 
this paper should not be purchased. 
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J. J. H. & CO... MINNESOTA 


WHOLESALE GROCERS 


At the close of business December 31, , after payment of 
Cash Dividend amounting to $57,000, representing 6% on the 


Preferred and 10% on the Common Stock of the Company. 


ASSETS 
Cash: 
Blank National Bank, Minnesota.......... eee =©§17,345.43 
Blank National Bank, St. Paul..............- 9,591.90 
Blank Bank of New York..........- aelolovexorere 10,950.47 
Cashier’s Fund ......... sioleieicisieisisrelsysieierere AWG 600.00 
Se $38,487.80 
Merchandise: 
AnVentorieS: so asnieccoisictsielsvovere’s aieisseteteerecs elevate svaseieconsverereleusiovete 375,335.81 
Notes and Accounts Receivable: 
INotes=Receivabley cc cers ccisiovcielcistele'creso cleteysierecel stolereietersne) rete ; 43,923.01 
Accounts Receivable ........cseccccseseseccs $594,830.51 
Personal Accounts yes ./c1s cles stieleisieiesele’siele oleleieine 2,578.56 597,409.07 
Total Current Assets........... wie blame ae aera seleys Bias sete rs $1,055,155.69 
Investments: 
Blanki Realty, Cor snjae cerca sietelstolste lens siete ereie) $174,477.94 
Blank Realty Co., New Building............. 17,176.97 
Other Real Estate. ive. cas eee ictel sie chercrerstererere 26,775.98 
Stock in Blank Candy Co......-cccccceseceees 23,700.00 
City Electric Ry. Bonds..........-es.eeeeees 1,000.00 
—_——_—s_ $243,130.89 
Plant Assets: 
Machinery and) Rixtures-j:)..o...05 a-1re-s eialeie +) sie $10,567.08 
Barn, Horses and Vehicle Equipment........ 3,046.04 
Auto Trucks and Automobiles.............+- 8,035.00 
$21,648.12 
Lessin Depreciation ia. smectite 2,165.65 
Se 19,482.47 
Deferred Assets: 
Interest Paid in Advances 2)... cise +e: $2,271.43 
Unused Mileage and Expenses and Stationery, 
Inventories” ion eases etna 1,668.63 
Unexpired Insurance ............ eereisierctelererete 1,511.00 
—— 5,451.68 
Franchise ...... Sine aieiotemrerarlererers ire eieralsintareotens aie truvar stahetrestotete 50,000.00 


oe ee 


$1,373,220.11 
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LIABILITIES 
Notes Payable: 
In favor corsa Bankserwice acc cisce wine cles steers $407,500.00 
In favor of Stockholders and Private In- 
Gividualsyecs. soe cee seieee alesis Ova otiente 155,075.00 
———— $562,575.00 
Accounts Payable: 
Merchandise Purchases, not due.......sseee.. $35,189.08 
Personal Accounts ......... Sias pisie ais. cicleloie Setee 2,810.24 
—S ee 37,999.33 
Total Current Liabilities....... pees avecavatele eRe te Ceeiers $600,574.32 
Capital Stock: 
Preferred) o..ae soc see sean ereletets cecccceese $200,000.00 
COMMONS eo osccieccsiee shor cane FAOSGU AGO «22 450,000.00 
eee 650,000.00 
Undivided Profits .......... p civelo civieior clere ate setae erelelstelaiete : 122,645.79 
$1,373,220.11 


TI have examined the books and records of J. J. H. Co. of Minnesota 
for twelve months ending December 31, » and: 

I hereby certify that the balance sheet is drawn up so as to show 
the true financial condition of the corporation as at December 31, 

The merchandise inventories have been certified by the company’s 
officials as to quantities, marketable condition and correct valuations, and 
in my opinion are absolutely reliable and accurate in obtaining the figures 
given, 


(Signed) Ricnarp Rog, Public Accountant. 
Minnesota, January 13, ——. 


[WHOLESALE GROCERY STATEMENT ] 


J. J. H. & CO. 
Analysis 


We notice that this is a statement made up after payment of a $57,000 
dividend. 

Vhe company goes into great detail in giving information, and the 
cash balances in the various banks are stated. ‘The notes and accounts 
receivable are also segregated. 

‘Yhe investments in the realty concern and candy company constitute 
about 25 per cent. of the total worth, and would bear investigation if the 
company did not show up well in the ratio of 1.7 to one, which ordinarily 
is enough for the grocery line. ‘The company also states its equipment in 
detail, and holds it at cost less depreciation, quite proper. 

It has various incidental assets, such as prepaid interest, unused mile- 
age, unused stationery, etc., and a franchise valued at $50,000. 

The company owes on commercial paper $407,500 and to stockholders 
and private parties $155,000. ‘Ihe latter is not a safe method of borrowing 
and should not be resorted to. 

The unpaid accounts payable are reasonable. 

My judgment is that the doubtful points should be cleared up before 
making a purchase of this paper, which at first sight would seem to be 
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AUTOMOBILE ACCESSORY CO., MASSACHUSETTS 


Manuracturers’ AGENTS AND WHOLESALE AUTOMOBILE 


ACCESSORIES 
AssETS 
Cashiiicciccsccscce Sieiele ele cievaleve ere (erelorerels Sal aarelastele eee = $34,142.74 
Accounts Receivable .......ccceececes $294,233.67 
Notes Receivable ...........- aioustetsteretets 1,762.32 


$295,995.99 
Less Reserve for Doubtful Accounts.... 14,086.39 


282,909.60 
Merchandise Inventory ..........--- ddnododsesos 576,049.65 
—_———_ $893,101.99 
Machinery, Tools, Dies, Equipment, Automobiles, furniture 
ANGLE IXEULESS CUCic « s1o 01s <leicielolterele eis/eieie elelela elels teins inletelsleteleiee 79,643.64 
Prepaid Insurance Premiums, Interest, etc......... nictetaverelereiclaract 8,489.93 
$981,235.56 
LIABILITIES 
INotesmPavabletaccrs csc steteveletete alerts ce sre iahe te arersteretcnete $147,000.00 
Accounts Payable (not due for discount).......... 231,625.94 
Dividends Payable on Common Stock.........-.--- 10,000.00 
————_ $585,625.94 
Notes Pavable due in 1918-1919....... AOGO00 SO GUNHALODOBAUGS 21,000.00 
Capitel Stocks 
Capital Stock: 
Preferred tga. ei: AS DBOGoOS (authorized $300,000) $286,500.00 
——_ 386,500.00 
Surplus AccOuUNE: eicic)eictcieieleieialolsialolsieieleleleversieis oe sioielelereicleleleleleyeleie 185,109.62 
$981,235.56 


AUTOMOBILE ACCESSORY CO., 
By B. A. Gasman, President. 


AUTOMOBILE ACCESSORY CO. 
Analysis 


Gere is a statement with an unusual amount of comment by the 
brokers, which is essentially an analysis of the company's affairs, ‘Lhe 
examining accountant says: 

“The above balance shect of the Automobile Accessory Co. at January 
31, 1917, has been prepared by us from the books and records of the 
Company. A physical inventory was taken at the close of the fiscal period 
‘on October 31st last, and to determine the value thereof at January 31, 
1917, we have used as a basis the merchandising profit of 24 per cent.— 
representing the actual operating experience for the fiscal vear ending 
October 31, 1916—on the amount of gross sales between October 31, 1916, 
and January 31, 1917, ‘This method has previously been uscd between 
fiseal periods, and its correctness having been verified when the physical 
inventory was subsequently taken, we are of opinion that the aggregate 
value of the inventory at January 31, 1917, thus determined, is conserva- 
tively stated. Ample provision has been made for doubtful accounts and 
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for all ascertainable liabilities, and in our opinion the above balance sheet 
represents a true and correct statement of the financial position of 
the Company at January 31, 1917.” 
(Signed) F. W. W., C. P. A. 
The broker says: 


“The Automobile Accessory Co. are manufacturers’ agents and whole- 
salers of automobile accessories. They have the exclusive sale for certain 
territories of well-known automobile accessories, such as chains, lamps, 
spark plugs, tires, ete. 

“Controlling interest in this busines was acquired in 1910 by Mr RB, 
of the old established house of B. & C., Hardware Manufacturers’ Agents. 
He not only saw its possibilities, but has established its trade from the 
start on a basis of doing a strictly wholesale business and selling only the 
best-rated dealers in the trade. The restrictions which he has placed upon 
his salesmen and credit department have amply proved the wisdom of his 
policy and also the fact that a conservative as well as profitable business 
could be done in this line of trade. The methods of merchandising entail 
no contracts which would guarantee to the manufacturer, whose goods 
they sell, that the company would take a certain quantity of his product 
whether or not there was demand for it. 


“The company’s sales record indicates the growth of the business: 


For the yearcending October 315) 19lileseeces ences core e eee $389,908.00 
Kor thesyear endings October Sl, 1912 scum scion terete 403,968.80 
Foretne year ending October. Sl, L9USin..ciae accieeaaieseicres 470,429.29 
Forathes year endings Octobersa len 1 Olinda, areas cictersiesieeie’s oats 620,103.27 
Kors thesyear ending Octolerssis Qo... ile sec. vi elel- eee e's 1,246,729.84 
For 15 months ending January 31, 1917..........-2seeeeeeees 2,158,766.39 


“The following comparative analysis of essential credit data for the past 
two fiscal years demonstrates conclusively, first, the large earning power Of 
the company, and second, its strong financial position. Attention should 
be called particularly to the increase of over $247,000 in excess quick assets 
over debt. 


Oct. 31,'15 Jan. $1, °17 Increase 
UICKRRASSOUS ate siete cretetere toler eel eleleiel $488,720.53 $895,101.99 $404,331.46 
Quicky Debi n sawrte ce nis cic es 231,565.36 388,625.94 157,060.58 
Net Quick Assets (excess over 

CUNO) gaocncdsoobepgosouc $257,155.17 $504,476.05 $247,320.88 
Ratiogierscsictecisiecter creole cisesis stee/>' 211 2.29 18 
CHIEES SunatcoccenadacouDobonDHODS $1,246,729.84 $2,158,766.39 = $912,036.55 
POLES meattae este accrelorctoicicleis cre clerersien= 85,747.12 122,588.44 33,G41,52 
Capital Stock (Pfd.)............ 50,000.00 286,500.00 236,500.00 
Capital Stock (Com.).........++- 100,000.00 100,000.00 wae eee 
Surplus: 22000 .scccccccecccece eee 92,949.01 185,109.62 92,160.61 


“The merchandise item in the attached statement is unusually large 
because of the necessity of preparing for the active demand which arises 
in the Spring (their busiest season). The item of accounts payable, which 
represents merchandise purchased, is likewise large. ‘urthermore, in ex- 
planation of the seemingly disproportionate amount of accounts payable, 
it may be stated that some $65,000 represents accounts not due for discount 
till May 1, and about $100 000 represents the previous month’s purchases of 
“Weed Tire Chains” for which they have the exclusive agency in this section 
of the country. 

Endorsed: Mr. B., whose worth outside his intevest in this business, 
we are informed, adds $300,000, 

Bank Accounts: Bank A, New York City; Bank B, Boston, Mass., 
where liberal lines of credit are extended and to which reference is made. 
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J. R. B. & CO.. MISSISSIPPI 
Manuracrurers Harpwoop LUMBER 


AssETs 
Cashew cece: se alalsha Gielwcseleqavetelsleis oiclalni sve (el nislecerelaints « $28,676.57 
Bills Receivable ........ccsceccccccsccccseceece 24,042.78 
Accounts Receivable ........ccccsccscccccccecs 548,218.79 
Inventory ......-.00. aievornbetalerersieists prererercieiels aseee 689,062.25 
—————  $1,190,000.39 
Timber Tracts & Real Estate Investments...... $63,962.07 
Other <Investments® co ic.c0 asc cicoles cei eiies\elwicinnes 20,025.00 
——_-—~ 83,987.07 
Unexpired Insurance Premiums............ SGAu Soro Oona 2,240.54 
Flooring Company Plant.........ceceeseeceees $193,677.84 
Main Plant. ccc. eccee Sibi wictaisjece bie Slelgle eieldicicerctet sl Wig CUOses 
West Mohbilev Planta. vere we cactsteree so cisiecrem selene 60,350.54 
Wire Bound Box Plant’... 5... ce cclscisis wc sc isle 3,511.00 
Total Plant Investment...... alors eisteleler cota eee $399,248.10 
Less. Depreciation ©............cccccece sisieis einals 45,161.55 
Net Plant Investment..... Pelee nereisieleteie selene ——_ $354,086.55 
$1,630,314.55 
LIABILITIES 
BillspPayablet ics. = 350 -taciie Bisielerelefeiateterstatetaie «+ $612,500.00 
Accounts PPay able vajesieineleis eieisteteineeeatetsislelelecciis 47,939.40 
—— 660,489.40 
Capital Stock: 
Preferred eStock: ic cjoctecee ctersleeiereavetsiersiets eeeee $160,000.00 
Common GStock os nce cmsicne soieisincielescietsieciere «eee 600,000.00 
——— 660,000.00 
Surplus,)as at) Decs SI 191 Gar -iaciacitarciere'ais'e ssielsierelerciers Sp 6bCC 309,875.15 
$1,630,314.55 


Dividends paid, $39,600.00. Fire liability fully covered by insurance. 
Certified to be correct, in accordance with the books. 


(Signed) J. R. B. & CO, 
Joun Dor, President 


(Signed) Jounsen & Co., Certified Public Accountants 


ADDENDUM BY THE BROKERS 


In explanation of our increased liabilities as shown in this statement, 
will say that we have made contracts within the last six months for $750,- 
000 to $800,000 worth of walnut gunstocks for American gun manufac- 
turers. We have furnished these gunstocks to Remington Arms Co, of 
New York and shipped to their plants at Bridgeport, Conn., Kddystone, 
Pa., and Ilion, N. Y.; also the Ross Rifle Co., Quebec, Hopkins, Allen & 
Co. Norwich, Conn., and Westinghouse Electric & Mfg. Co. Some of these 
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orders were taken in connection with the Iowa Mill Co. These companies 
are all in the highest credit, and we are paid for the goods as soon as they 
arrive and count and inspection verified by them. 

We are receiving cash from these sources every day, and present con- 
tracts are now 50 per cent. filled. We also have options on other business 
that will keep us busy supplying all through the year 1917. 

The walnut logs used for this purpose can be utilized for our regular 
business whenever necessary. 

We have delivered about $350,000 to $400,000 worth of this material, 
and have $300,000 to $400,000 on hand to deliver on contracts. 

Our increase in sales for 1916, of about $470,000, was due largely to 
the sale of walnut gunstock material. This, however, has not interfered 
with our regular business. 

In our statement we figured our merchandise on hand at cost or less. 
While we have large profits in the walnut lumber and logs we have on hand, 
we have not anticipated any of the profits on this stock we have sold under 
these contracts. in fact our inventory is taken very conservatively. While 
the stock has advanced considerably since our last inventory, we have not 
counted any advance in the market price of lumber in figuring up the 
inventory. 

Our volume has increased nearly 100 per cent. during the past six 
months, as compared with the same period of 1915. 


Yours very truly, 
(Signed) J. R. B. & CO., 
Joun Dor, Presidents 


[WHOLESALE LUMBER STATEMENT] 


J. KR. B. & Co; 
Analysis 


Here is a concern that has profited by the war, and deems it advisable 
to explain why and how. It has contracted with manufacturers of firearms 
to supply them with walnut gunstocks in a large amount, and has made 
large purchases of raw lumber for that purpose. A stoppage of the war 
and cancellation of the contracts would leave the company with a stock 
of material specially suited to war purposes, but the company states 
that the walnut logs can be utilized in the regular business, ‘The company 
figures its raw material at cost or less, even though the market has ad- 
vanced. It has not anticipated any profit due to the advance in the price 
of raw material. ‘ 

It has quick assets of nearly 2 to 1, sells largely on open credit, has 
one-quarter of its assets in plants, owns but a small tract of standing 
timber, and has a substantial surplus. It has made money, and barring 
unfavorable results following the declaration of peace, would be a high-class 
risk, 
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JONES & BRO., CALIFORNIA 
MANUFACTURERS AND JOBBERS OF OVERALLS 
AssETs 

Cash on Hand and in Bank.......... $6,497.40 

Accounts Receivable .............+- 42,080.53 

Bills Receivable ..........2scceceee 122.21 

Merchandise—Finished ............. 60,851.59 

Raw Material <2 coccrccke c oiccsre otelomtatecte 24,065.67 
——— _ $188,117.40 
RealEstate’ n25 i2c coe reece eee ie cee rere 8,500.00 
Machinery and Fixtures..........ccscecesecces 18,280.48 
Stock .intHeIeJ,.Cocccsta ce ee 10,000.00 
$164,897.83 

LIABILITIES 

Bills Pavable® s. 2. dsucc wae eevee $25.000.00 

Accounts Payable..........-0s0c0e0 5,704.97 
—_—_—_——- $30,704.97 
Capital Stock—Common ...............02-e08: 100,000.00 
Sorplusic ccs pes oh ba sche sles eee etter e meee eee 9,700.00 
Undivided ‘Profits 4 o.uccw vaee ee bee meee cee 24,492.86 
$164,897.83 


(Signed) JONES & BRO., 


By Joun Jones, President 


[CLOTHING MANUFACTURER’S STATEMENT | 


COMMERCIAL PAPER 139 


JONES & BRO. 
Comment 


This is too small a concern to issue paper. It has a small 
working cash balance, practically nothing in bills receivable, as it 
should have; but little real estate, and a ratio of 4 to ! in quick 
assets. It is a good statement, but should be able to borrow of its 
home banks in sufficient volume to finance its needs. 
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BLANK REFINING CO., OKLAHOMA 
Manuractrurrers Corron Srexp Oi, Propucts 
ASssETs 
Cash ton Hand. c.423 ois) oe oe $283.03 
Accounts Receivable (good).......... 79,413.98 
Accounts Receivable (Subsidiary Com- 

BY) pene erent cea ee ere 18,558.52 

Merchandise and Raw Material....... 65,297.49 
———-—— $168,553.02 
Real Estateicccoi.5 hike sieispere eee euete lovers eterettaonclere 8,700.00 
Machinery and Buildings. ..........2+ssceccees 168,869.21 
Eurnitirevand Pixtures 4 costed derersieeetete tere creeks 1,200.00 
Tank? Carsid ass. isio s Giese a 'ssc/ ee) oi keds of cveletsversteletenere 10,000.00 
Wagons and Teams .............. sate etisus mieten sie 862.00 
$353,184.28 

LIABILITIES 

Bills Payable,” Bank. os..\-3% <30 = te $20,000.00 

Bank (Overdraft /uccavice. cea vate 2,140.10 

Accounts Payable for Merchandise.... 11,852.28 

Bills Payable on Machinery.......... 3,465.63 

Ice Coupons Outstanding............ 585.24 
$38,043.25 
Capital | 2 ss.s:sio, sss sive seeic sie cls s alive s Sislale pate 90,000.00 
Surpluse . ton se aes weate lets. «wa ese Ouistg tie eter 90,000.00 
Undivided Profits ....... skelists cassateialtecs ane atetroners 135,140.98 
$353,184.23 


The above statement verified, shown by our books and records, 


is correct. 


(Signed) F. J. Buanx, President 


Jno. D. Jones, Secretary and Treasurer 


[corron SEED OIL STATEMENT] 


, 4 
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BLANK REFINING CO. 
Analysis 


Here is a concern with no cash on hand, and a bank overdraft. 
It has accounts receivable from its subsidiary, a large investment 
in plant and machinery (nearly one-half the total assets) and a 
substantial undivided profits account. It has nominal bills payable, 
and would seem to be cleaned up on the open-market borrowings. 
It should not offer its paper in the broad market, inasmuch as it 
is in too small amount. It should borrow at home. Under no condi- 
tions would a purchase of this paper be warranted. 

The firm undoubtedly sells ice and issues rebate coupons, 
which are outstanding and unredeemed to the extent of $585.24, 
which it sets up as a liability. 
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THE BLANK MILLS, INC., CHICAGO 
Manuracrturers Carpets, Marrtines, Etc. 
ASSETS 

Cash on Hand and in Banks......... $25,345.83 

Accounts Receivable ......°....+.+6- 164,068.62 

Raw and Finished Merchandise....... 149,425.27 
———_ $388,839.72 
Land, Buildings, Machinery and Fixtures........ 433,557.27 
PAULEPNS.) sso 's ceceelerstovcin eerste atorelers accleichotetote te enet 64,121.96 
Unexpired Insurance’ ~. 6.2 <<). << ss 06 we mes a0 2,290.96 
Treasury Stock 0)... ¢..c ec sate velar on. ark 12,100.00 
$850,909.91 

LIABILITIES 

Billa’ Payable. (3 .:..: 5 ssp teenie ee $85,000.00 

Accounts Payable ...........2...00. 47,467.52 

Personal Loans... visisis ovictereostsisie vie cere 27,000.00 
————_ $159,457.52 
Capital Stock. s.c..0.04 ees sare clean Sheeran eee 226,150.00 
Sarplug’ 7 x, os.cie be esetg aise ste tole eisisler sielacgionee eis tek te 811,120.59 
ReSerVes oo 5icc'y e's no a eee oe One ck eee oe ee 154,181.80 
$850,909.91 


(Signed) BLANK MILLS, INC., 
By Joun Bian, Treasurer 


Dun Rating—B 1 
Bradstreet—L A 


[CARPET MANUFACTURER'S STATEMENT] 
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BLANK MILLS CO. 
Analysis 


Here is a mill statement, and, as we would expect, shows most 
of the assets in land, buildings and equipment—amounting to over 
one-half the total assets. It has a substantial cash balance, but has 
evidently found it necessary to borrow of individuals to the extent 
of $27,000, which might better have been done through the paper 
market, inasmuch as it shows a ratio of over 2.6 to 1. It would 
be a safe purchase. 

“Reserves” are probably offsets to the valuation on real estate, 
machinery and fixtures. 
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THE LINOLEUM & RUG CO., OHIO 


ASSETS 
Cash) acsiisaue se ssnte eee neers $81,135.15 
Accounts Receivable ...........---- 174,957.81 
Notes Receivable ...........see-e0- 8,057.64 


Merchandise—Company’s Inventory... 144,830.82 


Freight paid on Fall Merchandise.... 3,594.47 
$412,575.89 


—_———. 


Furniture and Fixtures ............eeeeeeeeeee 734.41 
$418,310.30 
LIABILITIES 

Notes Payable 2.05.5 2.0600 ds<s00' $100,000.00 

Accounts Payable .............e00. 22,810.80 
—_—__——- $122,310.30 
Capital (Stock 5.02 2s see sieve wets sete late ote ems 250,000.00 
Profit, and: Loss:Surplus:4)..c0 + «ose ite 26,000.00 

Reserve for Discounts, Allowances and Other 
Parposes ees cte yo once eclaie be ee oe e ee 15,000.00 
$418,310.30 


Certiricateé or AvupIT 


We have audited the books and accounts of The Linoleum & 
Rug Co. for the year ended July 81, , and we hereby certify 
that, in our opinion, the above condensed general balance sheet, 
July 31, » is a correct statement of the company’s condition 
at that date. 


(Signed) HASKINS & SELLS, 
Certified Public Accountants 


(Signed) THE LINOLEUM & RUG CO., 
By A. B. X., Vice-President 


Incorporated under Ohio laws with capital stock fully paid in 
of $250,000. The officers of this concern are Messrs. V. X., presi- 
dent, A. B. X., vice-president, and V. G. X., secretary. Mr. V. X. 
has been in this line of business for the past eighteen years and 
understands it thoroughly. 

The company’s borrowing is entirely for anticipating merchan- 
dise bills. 

EnporsEMENT—The paper is endorsed by Messrs. V. X. and 
A. B. X., who state they are worth over $300,000 outside of their 
interest in the business. 


[LINOLEUM AND RUG STATEMENT] 
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THE LINOLEUM & RUG CO. 
Analysis 


This concern has a large cash balance, but few notes receivable, 
and furniture and fixtures in a nominal amount. It owns no real 
estate and its assets are, therefore, all liquid. From the comment 
we conclude that the management is experienced, takes the dis- 
counts, and the paper bears the endorsement of two officials who 
claim a personal worth of three times the amount of paper out- 
standing. It is a strong statement, even though the total assets 
are under half a million, and has the added strength of the per- 
sonal endorsements. 
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SMITH DRY GOODS CO., OREGON 


DEPARTMENT STORE 


AssETs 
Cashvon fHand |. 2co5 ek een oe $3,031.13 
Casheinw Banksisiricicjeslecsesteseteleieiers 8,857.55 
Accounts Receivable (good)......... 99,570.87 
Notes Receivable (good)............ 6,934.28 
Merchandise on Hand less 10%...... 173,092.26 
Unexpired Insurance ............+.4- $572.36 
Personal Accounts (good)........... 10,547.48 
Accrued, Interest) oe... oc ketere state 811.86 
Store Fixtures, less 10%...........- 22,448.40 
Stable Equipment, less $898.45...... 1,000.00 
LIABILITIES 
Accounts Payable ........... pees $7,084.01 
Butterick Publishing Co... ...§ 3.2... 500.00 
Accrued: Taxes: sisice sitar oe oes oe 2,115.95 
Capital Stocks tiy).). iy eee ee nals vee $263,000.00 


Earnings for past year.............. 53,166.23 


Net Worth, $268,000.00 


$290,986.09 


84,880.10 


$325,866.19 


$9,699.96 


316,166.23 


$325,866.19 


Chase National Bank, New York City 


Bank Accounts State National Bank, Texas 


American National Bank, Texas 


[DEPARTMENT STORE STATEMENT | 


Metropolitan National Bank, New York City 
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SMITH DRY GOODS CO. 
Analysis 


This is an unusually strong statement. The firm is relatively 
small, but we are impressed with the ratio of quick assets to liabil- 
ities, which is over 80 to 1. It could pay all its floating debt at 
any time. Its earnings are over 20 per cent. of its capital. They 
have cleaned up before making this statement and are practically 
free from debt. Their paper when offered would be of prime 
quality. The cash on hand is large, constituting the working cash 
for the daily sales, as is to be expected in the case of a department 
store. 
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ROE LUMBER CO., NEW ENGLAND 


ASSETS 
Cashic 65. co es. Ne eae nine $338,999.82 
Accounts and Bills Receivable........ 373,145.60 
Merchandise (o..s.5 62.6 sintt.c ccs ese eee 406,334.79 
Timberlands: -dc.cie/h sree ata cere clots s Giesie os e neeeleie 
Plant eee aero Oras es ete orstehe ere eerie 
Personal Estates .secscie o ctolccce wisie ers eissioiechoere cians 
LIABILITIES 
Bills: Payable .0...00.5 Siow ee et $867,673.14 
Accounts Payable ...........-.-s05- 82,149.87 
Bills Payable to A. B. X., endorser............ 


Permanent Loan from friends, largely at 5% in- 
UNG goodbucbosboovcouaGnoddoososuSooN oN 


Surplus anc. sch aes Hew itorsncn icc seus 


$813,480.21 
115,712.00 
678,239.08 
43,341.79 


$1,650,773.08 


$399.823.01 
100,900.00 


72.468.00 
800,000.00 
277,582.07 


$1,650.773.08 


We discount all bills and have no indirect or contingent liability. 


(Signed) ROE LUMBER CO., 
By A. W. Rog, Treasurer 


Ennporsrr—A. B. X., who states he is worth over $1,000,000, 


outside of the business. 


National Shawmut Bank, Boston, Mass. 


Bank Accounts 


Old Colony National Bank, Boston, Mass. 
Maine National Bank, Portland, Me. 


| Androscoggin National Bank, Portland, Me. 
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A. B. X., PERSONAL STATEMENT 


Assets 

Bilas Receivables coca kek ta ee $827,898.56 
Stocks and Bonds ..... BOC P ee Re 1,143,227.50 
Nessel Property=is iu. ves es se ee 52,147.10 
Mealstistate ccs. one eax eee 39,966.98 
Personal Property iiss ko oc.cs see 11,275.00 
Accounts Receivable .............. 6,232.18 
Money loaned, due on demand...... 43,682.70 

———————-_ $1,628,929.97 

LianiLitizs 

Notes and Accounts Payable..... -- $80,111.06 
A. B. X., Net Worth ....... oe 1,5938,818.91 

——————-_ $1,628,929.97 


(Signed) A. B. X. 


{LUMBER STATEMENT WITH PERSONAL STATEMENT ] 


ROE LUMBER CO. 


Analysis 


This lumber company has, as would be expected, a large investment in 
plant and timberlands. It evidently pays by notes, inasmuch as we find 
the bills payable in odd amount. A. B. X. has advanced $100,900 and 
taken the company’s notes. It has borrowed from friends to the extent 
of $72,468, but has a surplus of $277,000. 

From the personal statement of A. B. X., we find added strength to 
the paper in a net worth of a million, It would be good paper in itself 
and with the strength of the endorser it is of high quality. 
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BIG BROTHERS CO., INC., MARYLAND 
MANUFACTURERS OF CIGARS 


ASSETS 
Cashvnnnc ces GUA See bieel a Mic ces Bae ete siete bre Sintaete nee ee $43,327.79 
Debtors: 
Trade) Debtors) 4.4 o3 soe oeeee ees $310,563.42 
Less Reserve for doubtful accts. & dis- 
COUNTS sinievcre oie laters sinctererecs te eiaieyers 10,235.98 
————._ 300,327.44 
Salesmen Wocs vase aeeisisicieweres + $1,518.58 
Less Reserve. ..s.ccsscccceces 1,289.58 
—_— 9.00 
Sundry Debtors ................ eee. «=: 8, 761.58 
aw 6,990.58 
Inventories: 
Manufactured Goods ........esceecees AODEOICOE 14,573.49 
Tobacco and Goods in Process....... Bain dibntonne 370,215.31 
SOYUES Gosomoccotonde SAU O00 COON DUD UNSORNOSC 11,905.04 
Revenue) Stamps yen. see- cers =e aie atoiatrelersinteterenaiene 5,970.41 
Advertising Supplies ............. Sbobdbaue odds 847.50 
Tnvestmennt 5 i.5/ctc io cise iocelotsicth oro.s bib ial ste-cistaievareia svete arte 19,250.00 
Plant, Land and Buildings... 3.2... 3. -6s0- eee $125,009.12 
Weess PRES€rve! os oc ccs c chico cicwicicioi once siete a tierstele 10,000.00 
DOUMMINS Goooadgonotandes asaccoooonmoURGoDd6e $79,373.02 
Less Reserve aiaieincolarelacecevencuvensrasts enetayas Sekerevelevelelants 10,202.84 
Prepaid Insurance, Interest, ete...) <0. cineca wees eo cisiereieicieie ol 
LiABILITIES 
LOANS |) 6 SScsckeree busiest koe eee Seo Oe Aes eo $150,000.00 
Creditors: 
Trade. Creditors’ sc .cciisvew ao eines eel i sisiotelaeiets 57,685.97 
Sundry a Creditorsmrletiscr cs cess creiclaets sorrel siete 820.25 
PACCTUER WARES mete arate envteemeietes aiatelelerets 7,435.87 
Accrued Bonus and Commissions..............+. 3,756.18 
Aceruied: "Taxes oe rucet osisos sisi s Siete s vlaetoeeineits 2,126.11 
Canital stock: 6,332 shares at $100 each........cecee eee c eves 
Undivided Profits: Bal. Jan. 1, —— .............-. $69,058.65 
Neti Profits tor year. fon os sess se ee enc tie irene ere 156,023.89 
$225,082.54 
Dividends paid during year...........-......005- 116,994.62 


$775,407.56 
115,009.12 
69,170.18 


3,525.44 
$963,112.30 
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Avprror’s CERTIFICATE. 


We have audited the hooks and accounts of Big Brothers Company, 
Inc., for the year ended December 31, , and have compared the annexed 
balance sheet therewith. 

The merchandise on hand, as inventoried and certified by the respon- 
sible officials of the company, is valued at or below cost, and in our 
judgment sufficient provision has been made for all probable losses upon 
customers’ accounts, and the provision made for depreciation in respect 
of the operations for the period is adequate. 

We have satisfied ourselves that all ascertainable liabilities have been 
included in the accounts. 

We certify that the annexed balance sheet, in our opinion, correctly 
nie Reh the financial position of Big Brothers Company, Inc., at Decem- 

er 31, —. 


(Signed) PRICE, WATERHOUSE & CO., 
Certified Public Accountants 


(Signed) BIG BROTHERS COMPANY, INC. 
By Joun Bie, President 


Volume, $2,160.164 
Endorsed, J. B., B. B. and V. B. 


[CIGAR MANUFACTURER” STATEMENT ] 


BIG BROTHERS CO., INC. 
Analysis 


Here is a cigar manufacturer’s statement. It shows a large cash bal- 
ance. It has established reserves for all depreciation in doubtful accounts, 
discounts, salesmen's accounts, plant and equipment. It carries a large 
stock of tobacco “in process”, as would be expected of a large manufac- 
turer of cigars, and has a large line of outstanding book accounts. 

It has taken no notes. Revenue stamps are equivalent to cash, since 
they may be redeemed. The total quick assets, $775,407.56, should be re- 
duced by the item of “investment”, $19,250, and advertising supplies, 
$847.50, to show the real quick assets, but notwithstanding, it has over 
3 to 1 and it is a good statement, 

It has made good profits and paid substantial dividends (nearly 20 


per cent.). 
The sales volume is large,—over $150,000 a month. It would pass 4 


close test as prime paper. 
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A. & J. CO., DELAWARE 
WHOLESALE MILLINERY 
ASSETS 
Cash on Hand and in Banks....... $160,586.51 
Accounts Receivable. ...$188,448.10 
Less Reserve for Dise.. 9,632.95 
—_—_ 178,815.15 
Bills Receivable ..........- Stele 14,950.12 
Moan Account:arisc ccuclsciec cee sie 70,702.58 
Sundry Debtors ...........+.005- 101,215.80 
Inventory (Merchandise) ......... 215,298.90 
Accrued Interest ...............% 6,898.44 
Fixtures, New York.... $11,514.52 
Chicago ..... 4,070.06 
San Francisco 1,509.77 
Boston ...... 400.00 
$17,494.35 
Less Res. for Depr.... 6,956.37 
———-— $10,537.98 
Patent. Rights: 2550. weasels eee ee 56,750.24 
Deferred Charges (Traveling)..... 4,768.56 
Reserve for Accrued Dividends on 
Employees’ stock .............- 8,416.00 
Investment Account Stock of Blank 
Mercantile Corporation.......... 34,649.54 
Credit Insurance (unexpired)...... 468.75 


$748,467.50 


110,586.07 


$859,053.57 
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LiaBILitixs 


Notes Payable .................. $810,000.00 
mundry Creditors. (205 oss aes ccs 44,415.61 


Capital Stock .... 2.2.5: $326,000.00 bates 
Less Value of unexpired 
Contracts with Em- 
plovces’’.. 723. 57. -+. 26,000.00 
———— $800,000.00 
UEPIGR! a6 Ph ree cae ce Cee de 177,221.96 
Reserve for unexpired Contracts with 
Maiplovees® 00 es «te ae 23,416.00 
Reserve for Bad Debts............ 4,000.00 
——————_- 504.637.96 
$859,053.57 


(Signed) A. & J. CO., 
By B. J., Treasurer 
Insurance Carried—95%-100% 
Audited and found correct—H. G., C. P. A. 


[WHOLESALE MILLINERY STATEMENT] 


A. & J. CO. 
Analysis 


This millinery firm has a cash balance of 20 per cent. of the total 
assets, ample for ali its needs. It could pay its “Sundry Creditors” four 
times over. 

It has made a deduction for trade discounts. 

It has a loan account of $70,000, which probably consists of loans to 
employees, or advances to salesmen; if the latter, it should be so stated. 

It has “due from sundry debtors” $101,000, and we might well inquire 
into these two items before buying the paper. 

The fixtures are scattered in four places and scaled 30 per cent. ‘Ihe 
patent rights might or might not be valuable. 

Its investment in the stock ot the Blank Mercantile Corporation may 
be for various reasons, and the value might or might not be as stated. 
Such assets are difficult to appraise without inside knowledge of the facts. 
The ratio of quick assets should be obtained after deducting the “loan 
account” and “sundry debtors,” which might be slow of realization, ‘This 
leaves the ratio 1.6 to 1, hardly enough for millinery. It has a good-sized 
surplus, carries reserves for uncxpired contracts and bad debts, which 
are proper deductions. 

It carries from 95 to 100 per cent. insurance, as well it might. A fire 
in a millinery establishment is disastrous. 

It is audited, but gives no gross annual sales. 

We should want more information, and careful checking before buy- 
ing this paper. 
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A. B. C. MUSIC CO., MISSOURI 
Musica, INsTRUMENTS 


Cash in Banks and on Hand...........+..-- $125,287.63 
Cus. Notes & Accts. Rec........-. $3,099,228.53 
Sales Agents’ Balance..........-- 32,733.29 
Sundry Debtors .............-+++ 14,203.38 
$3,146,165.20 
Less Res. for Doubtful Accts..... 406,376.87 
————__ 9,739,788.33 
Mdse. Stocks as per Inventories............-- 1,069,649.63 
Real Estate 2.0.2... cc ccc wccccescccsrsorscssscessenrscrees 
Leasehold Property, Equipment, Furniture, Fixtures, Elec- 
tros, etc., less depreciation.........-....seseeeeeeeeeee 
Investments: 
The Musical Mfg. Co. Stock.............-- $594,000.00 
Other Company Investments..............-+ 264,354.46 
Notes & Accts. due from Allied Cos....... 50,068.47 
LIABILITIES 
Notes Payable—Less Interest..............-- $1,603,420.00 
Due Stockholders & Employees.............. 139,670.10 
Dues Sales A rents (Detroitucar tects tctes eect 13,472.56 
Sundry Accounts | Hayables...c ser cicissi cise ere 372,724.05 
Accrued BWia res GL AXES cersisieieisrele elec reletere = 13,957.09 
The Musical: Mtoe Cotvecsc ss occrciccuchie eens %38,433.47 
Accrued | Dividends? occu ene nine cctools nie 8,974.58 
Reali Estate :“Mortgages Sissi. ece ca cteacascce, saci eer reeienre 
Insurance Fund Reserve (see below). 
Capital Stock—Preferred ..........ceecceece $1,500,000.00 
. Capital Stock—Common ...........-.-.ee0e: 1,500,000.00 
Surplus'& Undivided/Profits, scr sone. ean e cen sae ine 


$3,934,725.59 
1,250,200.00 


288,425.39 


908,422.93 


$6,381,773.91 


$2,890,651.85 
342,000.00 


3,000,000.00 
149,122.06 


$6,381,773.91 


(Signed) A. B. C. CO., 
By A. B. C., Treasurer, 


Certified: Tae Examinine Co., as of April 30, ——. 


[MUSIC HOUSE STATEMENT] 
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or 
or 


A. B. C. MUSIC CO. 
Analysis 


Here is a statement of a large musical house. It has several 
features that prompt unfavorable comment. It is 18 months old.* 
The cash is ample. Inasmuch as musical instruments are sold on 
time payments, both in the form of notes and book accounts, it is 
to be expected that accounts receivable and bills receivable will be 
much in evidence, and they are to the extent of $3,099,228.53, and 
properly so. The company, no doubt, has agencies to which it 
charges shipments and credits payments, and the net balance due 
from its agents appears as “Sales Agents’ Balances’ —$82,733.29. 

The reserve for doubtful accounts is about 18 per cent. of the 
item, ““Customers’ Notes and Accounts Receivable” showing a large 
shrinkage, or anticipated shrinkage, in collections. 

The real estate item is large, and properly so, inasmuch as 
the company is a manufacturing concern and needs buildings and 
equipment for its operations. There is a subsidiary in the form 
of the “Musical Manufacturing Co.,” in which the parent concern 
has a large investment, nearly $600,000. It has other investments, 
amounting to over $800,000. Altogether, the assets are not sub- 
ject to criticism. But turning to the liabilities, we find the com- 
pany has $1,603,420 of commercial paper on the market, a con- 
siderable amount, even for so large a concern. It owes stockhold- 
ers and employees, presumably for money advanced or left on de- 
posit with it, $189,000. It has accounts payable of $872,724, mak- 
ing a total of quick liabilities of over two million dollars, which, 
although making a ratio of about two to one, may become an ele- 
ment of danger. The company not only has a large investment in 
its subsidiary but owes it $738,433, and we would want more in- 
formation as to this alliance. The company has accumulated a 
surplus of but $149,000, indicating too large distribution of profits 
or excessive expenses or bad management. It would seem to have 
altogether ton much paper on the market and while the concern is 
strong in total assets it may prove weak under severe strain. This 
paper should not be bought. 


* Assumed. 
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THE X. Y. Z. RUBBER CO., KANSAS 


MANUFACTURERS 
A8sETs 
Cash cece conc de aS le otiotael sealeterans $45,886.92 
Bills Receivable ..........02.e00. . 150,567.80 
Accounts Receivable ...........- -- 911,840.50 
Merchandise ....... Sie auaor a loatohelars -- 684,180.83 
Rubber ici. )c.cisre oc stare lotove cue lenotausienerens 1,010,623.29 
Other Material and Supplies....... 165,700.75 
——————_ $2, 868,299.59 
Rea] Estate and Buildings ..............ee0e% 913,260.83 
Machinery and Tools... .c2 32. so ses .sm soos els .  1,080,012.82 
Office Furniture and Fixtures...............06. 45,968.79 
Interest and Insurance Prepaid..............+4+ 80,137.60 
Trade Marks and Patents, Good Will.......... -  2,007,500.00 
$6,945,179.68 
LiaBILITIES 
Bills “Payable: 22-5... desc acts aera: $1,400,000.00 
Accounts Payable (including payroll 
since paid and building material on 
the (ground) ic <sipierso sve oa sss oe ois 240,380.44 
Accrued ‘Taxes <), steicistsun tices cies 12,854.12 
$1,658,234.56 
Common: Stock ss. 3 cn fos cis ooo ol oracle eee 2,500,000.00 
Preferred Stock .......... Ati EP ORS ak 2,500,000.00 
Sur plas 5.5 pc's osle's eo elads sites 5 oeitags kee ater AG 291,945.07 
$6,945,179.68 
ANALysis or SURPLUS 
Surplus, July 1, ate lscateie lols 6 cies $831,746.99 
Earnings 18 months ............... 952,952.02 
a $1,784,699.01 
Less Common Stock Dividend....... $1,000,000.00 
Depreciation and Expense of in- 
creased Capitalization ........... 232,795.94 
Dividends Paid, 18 months past..... 259,958.00 
1492 758.08 
$291,945.07 


[RUBBER COMPANY'S STATEMENT | 
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THE X. Y. Z. RUBBER CO. 
Analysis 


While the ratio in this statement is nearly two to one, and, 
therefore, satisfactory, there are two features in the statement that 
merit criticism, namely: The item of Trade Marks, Patents and 
Good Will is nearly one-third the total assets, and, as explained 
elsewhere in the text, Good Will is an uncertain quantity, subject 
to many vicissitudes. This is a rubber company, and, no doubt, 
manufactures automobile tires. The competition is becoming more 
and more keen in automobile supplies and the company must spend 
large amounts advertising and cultivating the good will in order 
to hold it. 

The analysis of surplus discloses the fact that the company 
earned $952,952 in fifteen months, which, added to the accumu- 
lated surplus, made a total of $1,784,699. They declared a divi- 
dend in common stock, which in this case might possibly represent 
the good will in the asset column. They paid dividends on the pre- 
ferred stock amounting to $259,958, thus reducing the surplus to 
$291,945, or two-thirds less than at the beginning of the period 
under review. It is not good business to thus depreviate past accumu- 
lations and indicates management open to question. Somebody has, 
no doubt, profited by this financing. This dividend may enhance the 
value of the stock on the market, but the company cannot repeat the 
process often. It may have been a “melon cutting,” which while 
profitable for the moment, may not be in the long run. We would 
want explanations in detail before buying this paper to any great 
extent. 
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JOHN DOE CHEMICAL CO., ALABAMA 


Wuo.rsaLe Druas anp SUNDRIES 


ASSETS 
RGIS Shoes. wien wlajecsce eeacoeeaa rata saetnnd pre $4,577.04 
Accounts Receivable (good).......... 96,707.84 
Bills Receivable (good)............- 134,771.03 
Mdse. finished (market value)........ 185,116.30 
Real Estate .....2ccscssccceuses eis sine eerie aiate 
Machinery and | Fixtures. .joieleoce cies ese ea spe es 
Catalogues, Stationery, Labels, etc.............. 
Organization Expense i.65 oie ose oh es ns nee 
LIABILITIES 
Bills Payable ..............-..-. + +$847,500.00 
Accounts Payable...) <cie sec oe 57,393.89 
Money advanced by John Doe and Richard Doe... 
Mortgage due July 1, AMIN So Beir MORNING, 3 EA 
Canital Stock cin. Fs wie os + arog a ci nce ste eee 
Sarplus’ soc oc cas baie ers ew eee ale oot ie ts eee 


$421,172.21 
92,075.00 
57,164.06 
63,254.57 
53,228.05 


$686,893.89 


$404,893.89 
132,000.00 
60,000.00 
50,000.00 
40,000.00 


$686,893.89 


(Signed) JOHN DOE CHEMICAL CO., 
By Joun Dor, Treasurer 


Bank Account—Mobile Savings Bank, Mobile, Ala. 


[CHEMICAL STATEMENT] 
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JOHN DOE CHEMICAL CO. 
Analysis 


There are several features about this statement that are un- 
satisfactory. In the first place, it is an old statement—too old for 
current purposes.* It is unaudited. The cash would seem insufficient. 
The accounts receivable are one-half the stock on hand. The bills 
receivable are out of all proportion and either indicate poor collec- 
tion methods or doubtful accounts thus liquidated. Drugs are 
mostly quick sellers. The retailer orders as his needs require, and 
to find bills receivable in evidence in a drug statement is a 
warning to investigate carefully before making a purchase of such 
paper. 

The merchandise is inventoried at “market value’ which is 
proper, if the cost was above market. Market or cost, whichever is 
lower, is the standard rule. 

The real estate is large and merits inquiry. Machinery and 
fixtures are also large and show no provision for depreciation. 
The firm has evidently plunged into an expensive catalogue ex- 
pense, bought large quantities of stationery, labels, etc., which is 
not a good policy. The organization expense account indicates 
that this is a new concern, and has not yet charged off its initial 
expenses out of profits. 

The ratio of quick assets to quick liabilities is about even, and, 
therefore, if each asset liquidated in full it would barely meet 
the debts. 

Bills payable are about one-half the total assets of the concern. 
The proprietors have advanced large sums of money up to this 
date, other than their capital stock investment. There is an ele- 
ment of risk in the mortgage falling due on July 1, , for 
which no apparent provision has been made. If these doubtful 
points were not cleared up satisfactorily, the paper would be a 
poor risk, and even though they were, it would not be more than 
a fair one. It would be good policy to Jeave it alone. 


* Assumed. 
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THE W. R. C. CO., CHICAGO 
Wuotesate Dry Goons 
AssETs 
Cash 05222925 scsi cloterioe ome le cate caterets SORE OOOOIDS $139,956.48 
Notes Receivable (Customers)...........-+++ 102,451.71 
Accounts Receivable: 
Customers) ose ciccts actos eve carere ace $549,058.40 
Advance on Purchases.........-- 884.81 
Individuals & Companies......... 10,311.24 
560,254.45 
Inventories—Mdse. & Supplies...............- 583,847.20 
Deposits—Reciprocal Insurance ...........cceeeseeeeeeees 
Investinents ites a cece sleesis a sie dene eiciselasielee stenias tame s make 
Furniture & Fixtures.............. $150,207.54 
MASS IVESELV OE] oractsre clelacinte(le cveteeaers . 46,707.54 
$103,500.00 
Atitomobiles Trucks it/snr sien siecle stcieisiieie sere mete 7,000.00 
RealtiEstate te wo certsacrn cee $230,000.00 
essa Mort pager. icc ce sees 217,500.00 
—__——_ 12,500.00 
Rrepaid sinsurances &PUEXpenses evinces eteieleee traci 
Suspense (Accounts (oe astcc tc eres cic 'cie oleiale oloiclole/elelctersiaelateletetereietare 
LIABILITIES 
NotesisPayable iii. os. crin ete o sicleloicis ciaiete siare eetentereerereiciste rete 
Accounts Payable: 
Purchases & yosas.cse aici eeteie-s, erereiers otaloencintoletsrcterere $80,109.62 
Customers’ Credit Balances.........-. neooe 1,608.14 
Individuals & Companies.........cceeeee . 34,563.84 
Accrued Wages & Fixpense.........--..+-- 3,381.77 
Surplus Wie cisjeleie sis 'elsisiecinisicies.s e/elsielaisicisiels\elets bare GE cic mertclere 


$1,386,509.84 
2,305.52 
25,000.00 


$1,554,339.11 


$1,405,000.00 


119,663.37 
29,675.74 


$1,554,339.11 


(Signed) THE W. C. R. CO., 
By W. C. R., President 


[WHOLESALE DRY GOODS STATEMENT] 
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THE W. RB. C. Co. 


Analysis 


This company’s statement is open to criticism in several mat- 
ters. For a dry goods house it has altogether too many notes re- 
ceivable. Judging from the amount due on accounts receivable, it 
evidently does not and should not sell on promissory notes, and 
these notes must of necessity be for doubtful accounts, at least 
accounts overdue and settled in this manner. 

The accounts receivable are much too large. Not having the 
volume of sales we cannot tell what proportion these accounts bear 
to the sales, but they form one-third the total quick assets, and 
better collection methods would be a proper innovation. 

The investment in furniture and fixtures would seem to be en- 
tirely too large, and the company has apparently spent too much 
in equipment. Wholesale dry goods do not need the same display 
as retailing in the same line, and this item would bear investigation. 

The equity in the real estate is practically nothing, inasmuch 
as it is mortgaged for its full value. 

The notes payable in the sum of $1,405,000 are greater than 
the entire quick assets and our margin of safety is gone. The com- 
pany is doing business on borrowed money, and its capital is in 
furniture and fixtures. There is strong likelihood that as a going 
concern the company is in a precarious position, and its paper 
would not be a proper bank investment unless fully protected by 
strong endorsement, and this in itself is an evidence of weakness. 
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THE A. B. X. CO., CALIFORNIA 
LEATHER MANUFACTURERS 


Cash in Banks and on Hand..........-.e+0¢- $80,407.26 
Notes. Receivable: tac <icicsies «a\sievstersiersloje sieieiers 21,306.02 
Accounts Receivable, net of reserve.......... 199,313.27 
Inventories: 
Leather on Consignment.......-. $112,264.37" 
Finished Leather and Cut Soles.. 447,871.05 
Leather in Process...........++-- 250,089.75 
UAW RELIG CS xs etntanel iererecostctersrste sie 80,867.44 
Tanning and Other Supplies..... 90,541.66 
es 981,634.27 
Note: Neither the inventory nor the 
liabilities includes hides valued at approxi- 
mately $72,000, which were shipped in by 
sellers prior to March 31, , although de- 
livery had been contracted for later dates. 
Deferred Accounts: 
Advances for the purchase of Hides; Sales- 
men’s Advances; Unexpired Insurance.. 18,429.53 


Investments in Companies other than those 
whose stock is wholly owned by J. W. and 
A. P. X. & Co., Ltd. and Collateral Loan 
Plants: 
Land, Tannery Buildings, Machinery and 
Equipment, Workmen’s Dwellings, etc..... 337,318,85 
Less Reserve for Depreciation............. 69,903.21 


LIABILITIES 
Notes Payable: 


BANKS vsreieisiete aie ensisermiersiereislsverevarsiste $409,000.00 
Individuals) Wace dence oe 7,113.54 
——-—_ $416,113.54 

Accounts “Payables nic: tris sajsssrcieiere steleietenier 4,613.89 
Doe (Hides & Weather Corn jcc. scien eae cite ve 13,999.80 
Capital: 

Capital “Stock... dais. cae aeise celse Serelcisiele aioe $300,000.00 

Surplus 


Calg elslota ate ave ollelaveveneleleustehelerstateratervale leans 892,367.91 


$1,301,090.35 


58,589.15 


267,415.64 


$1,627,095.14 


$434,727.23 


1,192,367.91 


$1,627,095.14 


*At selling values, all other items in inventory at cost or less. 


[LEATHER STATEMENT] 
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THE A. B. X. CO. 
Analysis 


This is the only statement in this compilation which contains 
goods on consignment. “Leather on consignment” is carried at 
$112,264.87, which is stated to be at selling values. The goods 
have been shipped out and charged against consignment goods at 
the price expected to be realized on sale. The goods are still the 
property of the firm, and the sales not having been consummated, 
this item cannot be included in the accounts receivable. The ratio is 
about 8 to 1 and is satisfactory. The cash position is strong, notes 
receivable small, and accounts receivable apparently in proper pro- 
portion, although without the sales this is conjecture only. As would 
be expected, the plant investment is large and scaled in a large 
amount. Accounts payable are insignificant and the surplus is large 
—nearly three times the capital. The inventory is at “cost or less” 
and in a stable market this is satisfactory; in a falling market cost 
or market, whichever is lower, is proper and in a rising market, cost 
is the most conservative figure. The statement is satisfactory. 
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BLANK WORSTED MILLS, MASSACHUSETTS 


ASSETS 
Cash on Hand and in Banks......... $1,527.45 
Accounts Receivable ...........+-206- 243,262.86 
TNVentoryiy fas cod seme ees eee 668,508.96 
Real-Estate tc sick cates otters sicvetetetere etetste stele ievererorene 
Machinery, Tools and Fixtures.............---- 
LIABILITIES 
Notes: Payable \s «vise c nsec carey aie oeieiens $192,000.00 
Accounts Payable ...........-.0005+ 85,797.28 


Bonds on Real Estate and Machinery due 192—... 
Capital Stock). suiinicunwsisie seller crete ete aes 
Sarplug’ aca) osetachwhe ean eee oe $338,939.25 
Less: 6% Int. on Bonds. .. .$80,000.00 

2% Dividend Paid... 10,000.00 


40,000.00 
$298,939.25 

Net Profit for Year.........00.0.000- 6,210.77 
Present Surplus Account............ $305,150.02 


$918,299.27 
868,794.68 
805,853.40 


$1,582,947.80 


$277,797.28 
500,000.00 
500,000.00 


805,150.02 


$1,582,947.30 


(Signed) BLANK WORSTED MILLS, 
By L. M. Buank, President 


Volume—$1,451,960.91 


[WOOLEN MILL STATEMENT] 
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BLANK WORSTED MILLS 
Analysis 


The statement of the Blank Worsted Mills is over a year old.* 
The cash on hand is entirely too small to operate such a large 
concern. The real estate does not show any provision for depre- 
ciation, nor does the item of machinery, tools, ete. The ratio of 
quick assets to quick liabilities is over three to one, and is, there-- 
fore, quite satisfactory. The bonds on the real estate and machin- 
ery are nearly five-sixths of the holding value of the plant and fur-. 
nishings, and mature shortly, a dangerous element. It may not be 
possible to refund these bonds at satisfactory rates, and provision 
should have been made long in advance of their maturity to replace 
them with a new issue, which fact should be stated. The net earn- 
ings are but $6,210.77, although the accumulated surplus is large. 
The dividend of $10,000 would not seem to have been justified out 
of earnings. The company’s affairs need close examination to deter- 
mine the reason for the weaknesses above noted, for although the 
volume of business is large, the profits are relatively small. Col- 
lections should be closely followed up, and the working cash balance 
considerably strengthened. This paper would be highly speculative. 


* Assumed. 
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THE BLANK DRUG CO., OREGON 


Cash on Hand and in Bank.......... SS 414.16 
Notes Receivable (for Mdse. Sold)... 149,821.91 
Notes Receivable (for Cash Advances) 36,532.43 


Accounts Receivable ............... 527,491.83 
Merchandise (Cost Price) including 
Goods ‘ih “Teams «5 coc cain ch 630,380.36 
—————_ $1, 852.640.19 
Tmwestenent’ oo an 6.0 See enk Shas eeu en Seen 11,585.38 
Beninwent 265. 555.6cnesnsyese es ke Mane eek TA.O92Z.SI 
, Advanced Bepemees 65 56 saswa ces cease ceen Shee S427.42 
SL S86, 745.81 
LIABILITIES 
Accounts Payable ... 2... 2... 0.6.58, SIT4,655.05 
Notes “Payable “Vi... cic sdenn sens evees BE #30000 
eee ee S438. 955.05 
Reserve for Depreciation, Losses and Taxes... .. IQ, TIELO 
Ganital eck: os. aancn vanes sha ess Seeks RG es 250,000.00 
SREPINS ss. ws Sansa ewes wes ens as eee Senten SSEVEKSS 
SL ALG TASS 


In addition to the above, there exists a contingent liability on 
account of Accommodation Endorsement of Customers’ Netes 
amounting to $62,364.39. 

We have andited the accounts of the Blank Drug Coa. for the 
fiscal year ended August 31, We hereby certify that the 
above statement of assets and liabilities is, in eur epinien, a tree 
and correct statement of the financial condition of said company 
as shown by their books on the date of our audit. Respectfully, 


(Signed) DOR & CO, 
Certified Public Accountants 


(Signed) BLANK DRUG CO,, 
By B. A. Brann, President 


[DRUG STATEMENT] 
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THE BLANK DRUG CO, 
Analysis 


This statement has several features that would bear investiga- 


tion: 


A. 


The notes receivable for merchandise: 

It is not the custom in wholesale drugs to sell on notes 
receivable. Before passing this item, we would want 
specific information as to the reason for this practice. It 
may be, the concern has old customers who prefer to give 
their notes rather than to buy on open account; if not, 
they may represent slow and doubtful accounts, which 
are an element of danger. 


Notes receivable for cash advances: 


This would indicate that the company has loaned money 
and taken notes in payment. It would not make such 
loans except to members of the firm, friends, or relatives, 
and if this is the case, it is a dangerous practice and would 
condemn the management. It would indicate that the 
borrowers have exhausted their banking credit and have 
secured cash advances from the firm. In any event, it is 
improper to loan company money to individuals. 


Before considering this statement further, we would want this 
item cleared up satisfactorily, for it shows a free and easy method 
with the firm’s money that can only result in trouble. It is the 
business of this firm to sell drugs, and not to lend money, and if 
this practise is continued, it will seriously weaken their liquid 
condition. 


w, 


Merchandise, including goods in transit: 

This item includes goods not yet received in stock, and 
unless the invoices are listed as a liability the goods in 
transit should be eliminated from the assets. 

The accounts payable would seem to be too large, and 
if the sales were known, this feature could be discussed 
more intelligently. The concern has held back payment 
on its accounts, taken notes for its sales, loaned money 
to individuals, and discounted its receivables with a con- 
tingent liability of $62,000. all of which is open to criticism. 


Altogether, it is not a satisfactory statement. 
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THE SWEET CANDY CO., NEW ORLEANS 


Manuracturers Cocoa AND CHOCOLATE 


ASsETs 

Cashin ioe cuts sists eee Screams terete tare . $67,640.74 

Accounts Receivable ...........see0% 853,236.42 

Notes Receivable ........eeceeeees - 85,418.64 

Merchandise ..........-. ee ei atel ore 483,157.79 
——————.__ $939,448.59 

Real Estate and Buildings .......... $267,150.74 

Less Mortgages .....-..eeeeeeees 81,000.00 
pasts Tee 186,150.74 

Machinery and Fixtures ............ $474,214.28 

Less Reserve for Depreciation....... 20,000.00 
—__——_ 454,214.28 
Sundry Advances to Salesmen, Employees, etc.... 12,887.09 
Loans to Customers on Collateral .............% 102,690.83 
Stock—James Van Dyk Co............eeeeees : 1,000.00 
Automobiles st 2224 cnc. oe nets sciois evo edotereianersiovers 13,165.21 
New: York City Bondi 28 vance cece cores 516.46 
Insurance—Unexpired Portion and Surrender Value 1,952.48 
Good Will, Trade Marks, etc........... SIE ‘ 449,670.89 
$2,161,696.52 

LIABILITIES 

Accounts; Payable «2.636 2.544 Heese $89,580.46 

NotesnPayablena ass eos wala ole eines 160,000.00 

Deposits. si32 sos aki seek tesrtioe aeierslotans 10,772.32 

Sundry Personal Credits ............ 15,187.39 
$275,490.17 
Reserve for Bad..Debts. ... ..55:,21 sis-051s stele etelerenetere 10,000.00 
Capital Stock—Authorized and Issued.......... 1,250,000.00 
Surplus’) 5si5 sinus dieters e elet ce okt tate ets eke gate 626,206.35 
$2,161,696.52 


This is to certify that we have audited the books of your com- 
pany for the year and that the annexed financial] statement 
reflects, in our opinion, the true condition of your company as at 
January 1, This certificate is qualified to the extent that 
the inventory values are as prepared by and supplied to us by you. 

(Signed) R. &. W., 
Certified Public Accountants 

(Signed) SWEET CANDY CO.,, 
By W. M. Sweet, Treasurer 


{[caNDy svaTRMENT] 
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THE SWEET CANDY CO. 
Analysis 


The Sweet Candy Co. presents a good statement of condition, 
the quick assets being over three to one. There is one unusual item 
in the assets, namely, the loans to customers on collateral to the 
extent of $102,690. They have evidently done a banking business, 
for such advances are banking operations and have no place in a 
manufacturing statement. The good will, trade marks, etc., is 
large, over 20 per cent. of the total assets. This is always a prob- 
lematical element and is best carried at a nominal figure. They 
have received funds for safe keeping from employees or friends, 
or both, and set up a liability of $25,909 to represent this end of 
their banking operations. They make a well-known brand of 
chocolates, the stock is quickly convertible and the paper would be 
well regarded in banking circles. 


Js 
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THE M. T. CO., UTAH 
Wrotrsatse Dry Goops 


Assets 

Cash on Hand and in Banks...... $43,108.87 
Accounts Receivable... .$242.679.24 
Notes Receivable ...... 8,978.09 
$246,652.33 


Less: Reserve for Cash 
Dis. and possible losses 5,615.03 


——_———__ 241.087.30 

Merchandise Inventory ........... 442,241.66 
. ——— $726,887.83 

Real Estate at cost, subject to a First Mortgage 
OF SRO0G. Wy oon. 1 reek eee eee 3.683.35 
Furniture and Fixtures (less depreciation) ....... 3.000.00 
Automobiles (less depreciation) ................ 1,000.00 
Printing Equipment 2. <5.<.~ 55 5 ss5 o55 sane 1,324.42 
Advances to Salesmen on account of expenses, ete. 51,085.00 
Unexpired Insurance, Interest, Stationery, ete... . 4524.98 
$791,005.08 

LiAstLitres 

Notes Payable to Brokers. ........ $145,000.00 

Ancowats Pawable’ ...)..05. donne ion 11S. 294.18 

Accvand “Taxeas cis is 0nees scans 7,973.70 

Due to Officers of Company........ 9,165.99 
————._ $280.483.87 
Reserve, Account. .3:....2 555 sah hen Kee eae 60.000.00 
Capital Stock—1,000 shares of $100 each........ 100,000.00 
DUPPRS sine os as Sawa a ns SRS eRe ie eee ee 69,011.52 

Contributed Surplus—Non-interest bearing and not 
sebject to withdrawal... 525.525 <.. 054 eeneee 281,559.69 
$791,005.08 


Sales, $1,277,500 


Notes: The Company carries insurance of $100,000 on the 
lives of its Vice-President, Secretary and Treasurer. 


[WHOLESALE DRY GOODS STATEMENT] 
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THE M. T. CO. 
Analysis 


This is a good statement in the ratio of quick assets to quick 
liabilities, and there is but one item that merits criticism. The 
advances to salesmen is large—$#51,085. Just why the company 
should make such heavy advances is not stated, and it would jus- 
tify inquiry. It is common to make small advances to salesmen 
for expenses, drawing accounts, etc., but in a concern of this size 
the amount of these prepayments should not be so great. The 
sales are about $100,000 a month, and the firm has about two months 
and fifteen days’ sales on the books, which in wholesaling would not 
be excessive. The merchandise will supply stock for about five 
months, and only six weeks’ purchases are unpaid.* 

We have two surplus funds—-the earned surplus and the con- 
tributed. The latter is not subject to distribution, and was doubt- 
less created by selJing the stock at a premium. The company car- 
ries a reserve account of $60,000, insurance on the lives of its of- 
ficers, and has a nominal investment in real estate. Altogether the 
statement is satisfactory, and receiving satisfactory reasons for 
the advances to salesmen, would pass as good paper to hold. 


*Figuring cost of goods sold at $80,000 a month. 
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THE V. B. X. CO. 
VARNISHES AND PAINTS 
Columbus, O. 


ASSETS: 
Cash in Bank and on Hand.....,......-- wees $ 128,062.68 
Accounts Receivable: 
Customersmeninci cece seers $677,026.69 
Less: Reserve for Uncollectible 6,697.55 
$670,329.14 
Transportation Claims........ 21,035.14 
——__—_—_—_— 691,364.28 
Notes: Receivable: ers coc cleccteginisieits siesieialctehelotelete 10,948.20 
Inventory—Raw and Finished Materials...... 1,423,166.09 
—_———_ $2, 253,541.25 
The A. B. C. Varnish Co. of California (Open Account)...... 62,210.76 
The City Paint and Varnish Co. (Open Account),.......... 51,959.48, 
Bandy mais atrelcrecaic eevee ola arekara crater ofetaa ca Vals arava is Soe olater aro era ete 167,440.44 
Buildings creas cccicrctersre sisson eater storeleltercroe $ 780,743.11 
Machinery and Kiquipment............--eeeeee 587,289.56 
$1,368,032.67 
Less: Reserve for Depreciation.......... 253,911.47 
——_———__ 1, 114,121.20 
BPUarnng | ates ei eisteve avai avevaderevoratecainvars Gualsiasone’s oie ale ela auelotere crovetoleiteter er 50,217.98 
Investments: 
Common Stock—The A. B. C. Varnish Co. of Calif. 

(Rar: $160:000) 4c wesc eure tnersstars sil cuem iene ces 119,084.99 
Bonds—The City Paint and Varnish Co. (Par $96,300) .. 89,318.05 
Preferred Stock—The City Paint and Varnish Co, (Par 

SFIG.SOG)) Rosie wre iatetace eae eee a earadsn eee eee eee eretere 29,076.50 
Common Stock—The City Paint and Varnish Co. (Par 

$100,000) 25235: <cicie aierscececstocctets ale apelerere oiniciotecn aie ete eanieree 1.00 
Miscellaneous Stocks and Bonds..............ceeseeeees 13,845.00 

Reserve Funds: 
Deposited for Bond Coupon Interest (Contra)......... 1,019.00 
Deposited for Retirement of Bonds...........2eeeeeeee 4,166.66 
Advertising: Matter wai. scmcceiacroni ete rats Cerne Iee ee On 5,230.02 
Salesmen's Advances, ete: o-ccmies acetic meee een 8,021.68 
Sundry Prepaid Expenses, Supplies, etc,...............--00- 16,072.93 


$3,985,326.93 
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LiaBILITIES: 


Notes: Payable osc cease csicies tre os $690,000.00 
Accounts Payable: 

Unpaid Vouchers $271,301.08 
Accounts Receivable: 

Credit Balance... 26,650.46 

Dividends Payable 22,500.00 

Due Salesmen and 

Miscellaneous 34,386.66 354,838.20 


$1,044,838.20 
Accrued: 
Interest on Bonds (Contra).. $ 1,019.00 
WAXES Uy catia e csncts Were oaeeie « 22,303.18 
Beéderal Taxes entice socee cn ss 57,213.96 
oe 80,536.14 
Reserve for Linseed Oil Purchases............ 1,829.81 
Bonded Debt (Balance original issue of $500,000) 175,000.00 
——————_ $1,302, 204.15 
Capital Stock—Preferred Outstanding........ $1,500,000.00 
Capital Stock—Common Outstanding.......... 1,000,000.00 
———-__ 2,500,000.00 
Surplus—December 31, —— .............. bono wooIo ones ooGo 183,122.78 
$3,985,326.93 


SALES—$5,028,578.56. PROFITS—$340,266.39 after setting up Reserve 
for Taxes. 

DIVIDENDS—$90,000. 

BANK ACCOUNTS—Mechanics and Metals National Bank, New York, 
N. Y.; Union-Commerce Bank, Cleveland, Ohio; Central National Bank, 
Cleveland, Ohio; National City Bank, New York, N. Y. 


THE V. B. X. CO. 
Analysis 


This concern manufactures paints and varnishes. It adver- 
tises extensively under a popular name and in so doing has created 
a large element of good will which is not carried as an asset. The 
ratio (excluding $175,000 bonded debt) is approximately 2 to 1. 
The notes receivable, $10,948.20, are nominal. The sales are $5,- 
028,578, or at the rate of about $420,000 a month. The cost of 
goods sold, allowing a profit of 40 per cent., is about $3,600,000. 
Accounts receivable, $670,329, are about six weeks’ sales, showing 
a short credit period, and the merchandise, $1,428,166, represents a 
supply sufficient for nearly five months. The accounts payable, 
$271,301, represent less than a month’s purchase. (Cost of goods 
sold is about $300,000 a month.) This indicates that the firm takes 
its discounts. There is a large investment in plant, which is to be 
expected, and this is properly scaled. Investments in other com- 
panies aggregate about a quarter million dollars, the value of which 
can only be determined by appraisal of the various holdings. The 
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profits have been about 7 per cent. on total sales, dividends but 
$90,000, allowing three-quarters of the profits to go back into the 
business. The company has reserved $79,500 for taxes. In every 
way the statement analyzes well, and the opinion in checking circles 
is favorable as follows: 


CHECKING LETTERS 


New York, August 16, ——. 


Replying to your letter of the 14th instant, the V. B. X. Com- 

pany, of Columbus, Ohio, has been a customer here since March of 
1918 and our relations during that time have been entirely agree- 
able. We are pleased to take care of their loaning requirements 
here, which are not excessive, and balances are maintained in good 
proportions. The management and control rest in the hands of 
capable men who were formerly allied with the S. W. Company, 
the well-known paint house of Cleveland, and under their direction 
the business appears to be meeting with success. 
The company’s latest financial exhibit, as of December 31, 
» indicates a strong liquid condition and we believe should 
entitle them to favorable consideration. Checkings from other quar- 
ters are of a complimentary nature, and altogether we feel they 
are responsible for their obligations. 


Vice-President. 


CiEevELAND, August 18, 1920. 

We have enjoyed business relations for some time with the 
V. B. X. Company, who succeeded to the business of the Blank 
Varnish Company. Under the able management of Mr. ...... 
and his associates the business is expanding rapidly and is well 
in hand. 

In 19— we loaned the company up to $350,000.00; their high 
point this year has been $325,000.00. These figures will show you 
the esteem in which the account is held by us and our judgment on 
the name. We think they make a perfectly good note. 


Vice-President. 
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GENERAL CONTRACTING CO., INC. 
GENERAL CONTRACTORS 


Boston, Mass. 


ASSETS 
Gastar sane a eee coee os ia stots shee ates Serre eis $274,899.51 
Accounts Receivable .............. $902,478.97 
Less: Reserve for Doubtfuls... 10,000.00 
————___ 892,478.97 
Notes Receivable ,...... Biacsiails are’ a¢sfta svetsiafe eye a/avelste 182,339.33 
Materialand!Suppliesaa ain. se sous ee saison cre 36,943.94 
SathertVe Bonds Wie wise ee syeisiercless ciaieraveetel le eisvemeene 141,897.46 
etoekwin Others Companies: .cinss sis + siersisicrsicminic 55,272.37 
Weal eh state see cntccsc tte sete ase $367,124.43 
Less Reserve for Depreciation. . 13,607.23 
————._ $353,517.20 
IQUIPMEN Tt. ecw cele cee oe cree occas $412,338.53 
Less Reserve for Depreciation.. 182,913.84 
———— 229,424.69 
Duevirom: Officers and Employees ia... ems ieee ie 
LiaBILITIEs: 
Notesm ayablemn deer sc rertoeie ie siete eretersie ere $487,500.00 
Accounts Payable: 
rade Credgitorsins ciccic sie sire.» sie. $ 27,251.05 
Employees’ Deposits ......... 13,515.10 
—__—_- 40,766.15 
Advances on Uncompleted Contracts.......... 11,070.21 
Reserve: for InSuranCes cars wicieisc:tcersie'e sis ove sreveus' s,s $ 49,547.69 
AGESETVEsT OTM LAKES 5 aie cisiciaic ce c14is cle eistelesere pie ein sees 60,000 00 
Capital Stock: 
COMMON a ee cte Ses faleissalelel nonciere $500,000.00 
Preferred Series B............ 193,500.00 
Preferred Series C............ 55,700.00 
————-_ $749,200.00 
Sino iac dda st ben ber Ganoulide aadenmess gpauIss at 932,957.57 
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$1,583,836.58 


582,941.89 
164,263.15 


$2,331,041.62 


$ 539,336.36 


109,547.69 


1,682,157.57 


$2,331,041.62 
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We hereby certify that, in our opinion, the above statement is properly 
drawn to exhibit a true and correct view of the affairs of General Contract- 
ing Company, Inc., according to their books and the best of our information. 

(Signed) New Enctann Avnit Co., 
By Chas. O. Walker, C, P. A. 
Manager, Audit Dept. 


The notes bear the endorsements of A. B. C., D. E. F. and H, I. J» 
adding, we are advised, at least $750,000 in outside worth. 


Surpius Account: 


Surplus, March: Ve oo. 2 oi. )0 15 oie 0 o's aisle 6 cloicle eines etelelelslelelelslereie $810,065.83 
Net Profit this period.................6. Leekelate atetelefstel ote stelerstere 186,242.85 
$996,308.68 
Less: 
Dividends on Preferred Stock...........-2+0. $12,425.00 
Reserve for Income and Excess Profits Taxes.. 50,926.11 
woe 63,351.11 
Surplus, February 28, —— ...--seeee ees ee cree cee reeceeeees - $932,957.57 


Active accounts are kept with the following institutions: National 
Bank of Commerce, New York, N. Y.; Mechanics and Metals National 
Bank, New York, N. Y.; Guaranty Trust Company, New York, N. Y.; 
International Trust Co., Boston, Mass. 


GENERAL CONTRACTING CO. 
Analysis 


The General Contracting Company’s paper is of a class not 
generally offered in the market, and we would want to know the 
character of their business before passing judgment thereon. (See 
checking letters.) The ratio is about three to one, and satisfactory. 
The notes receivable would seem large, and would merit inquiry. 
If they accept public contracts, payments would be made as the 
work progressed. If they take private contracts, receivables would 
not add prestige to their paper, for such are generally slow. If 
the accounts receivable represent work in progress, well and good 
—provided they have not accepted contracts in a rising market, 
where labor troubles and advancing cost of material makes profit 
impossible. In fact all well managed concerns are now accepting 
work that involves labor and building material only on a cost plus 
basis, and this is the only safe way. Contracting was never so 
hazardous as now. The accounts payable are relatively small. 
Altogether, we would want a history of this firm and a complete 
statement of its scope of operation before accepting this paper. 


CHECKING LETTERS 


New York, August 15, : 
Replying to your inquiry of August 14th, would say that Gen- 
eral Contracting, Inc., have been valued depositors of ours for a 
number of years. The principals in the Company are personally 
well known to our officials, and we regard them as very high grade 
men. 
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They have handled a large volume of business during the last 
few years, and, as you undoubtedly know, did a considerable 
amount of Government work, building cantonments. We have ex- 
tended them liberal lines of accommodation and their obligations 
have been satisfactorily taken care of. 

We recently received their February 28th, , statement, 
which showed progress for the year, and we feel that they have 
their business on a sound basis. Reports we have received in our 
investigations are uniformly favorable, and we regard their note 
as a desirable investment. 


Credit Manager. 


New York, April 9, ——. 
GENERAL ConTRACTING Co. 


The above is a large contracting concern doing an extensive 
business not only in Boston but in other large cities. It has been 
engaged in business for about twenty-five years and during that 
time has made an excellent reputation for itself, occupying an 
excellent position both from the standpoint of strength and the 
quality of work performed. 

The personnel of the subject are men of the highest standing 
and we do not hesitate to afford the subject a substantial line of 
accommodation on the guarantee of Messrs. * * * (who are re- 
ported to have outside means of $750,000). We have a liberal 
amount of the paper under discount at present, but no persistent 
use is made of our discount facilities. In our opinion its note is a 


proper banking investment. 
Vice-President. 


S. G. CORPORATION 


New York 
Oi, REFINERS 
ASsETs: 

@ashrae banks and on Elandis.. cmc. - o- oe asl $ 831,412.02 
Accounts and Notes Receivable—less Reserves  1,497,314.68 
Sundry Debtors—less Reserves.,..........++- 182,761.19 

Inventories—Crude Oil, Refined Products and 
Materials and Supplies? 220). -c + asic 1,804,813.00 

United States Liberty Loan Bonds, at cost, 
FESS AIGin LHETEOD mtereioteieeteteiers se rieicieie ors 125,500.00 


——————— § 4, 441,800.89 
Real Estate, Oil and Gas Leases, Oil Wells and Equipment, 
'ipe Lines, Refineries, Terminals, Tank Cars, Steamships 


aAndeoteamshipaChnarsers, C6Cas scl. siren acts amis oerets 54,693,589.93, 
Investments in and Advances to Affiliated Companies...... 1,207.459.36 
Sseiie DWE cooondecoccduposandond «obo ue booeuubGOOuOE 8,431.09 
Preyayments, Unamortized Discount on Bonds, etc,........ 1,254,354.33 


$61,605,635.60 
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LIABILITIES: 
Accounts Payable ......-..e-ee ees eee ee eeees $1,190,750.24 
Accruals and Miscellaneous, including KEsti- 
mated Federal ‘Taxes..........2+-+--+ee> 726,482.57 


Equipment Trust Notes and Purchase Money Obligations. . 
Ten-Year 6% first Lien Convertible Gold Bonds, dated 
March 1, 1917: 


AnIthOriZeG ULSSUE Is cls'eeie crs eleva overs ve aise te is $20,000,000.00 

Outstanding in Hands of Public............------+0.. 
Reserves: 

For Depreciation ,,............------.-- $2,623,972.55 

For Replacement of Equipment......... 427,081.90 


For Depletion and Amortization of Oil 
and Gas Leases and for Amortization 
under Section 234 of the Revenue Act 
Of IDES: Cn SLe GRA ae neee eee ore 3,604,858.85 


Capital Stock: 


$ 1,827,232.81 
645,690.14 


9,426,500.00 


6,655,913.30 


Authorized Issue—no par value,,........ 1,000,000 Shrs. 


Less: Deposited with Trustee for ten- 
year Convertible 6%: 


Gold Bonds ........ 244,301 

In lreasury ....... 14,497 
ae 258,798 “ 
Outstanding in Hands of Public............ 741,202 “ 
Earned Surplus) to, December, Sip Wolo re ne steiste eters 
SUSpended Marnimegirrere to lete lei ayelese alous/ ole orelonloiciavolaielsisielonere/lelsters 


Net earnings from Operations for the year ended December 
De LOU OMe rn tcts Steveleloiesetopenetave ekeieiete elahel heporsce. exes teterstererae oreieots 


Miscellaneous income cn teceters arc caleie cts sete aisle teers 
Deduct: 
Interest and Discount and Federal Taxes. $1,256,513.86 
Depreciation hata. csc acre melt cce toe 1,154,244.42 
Depletion and Amortization of Oil and 


Gas VISCasesiy cies cerns eieterete cher ereee 1,413,233.44 


Net Income for the Year, carried to Surplus....,......... 
Surplus January 1, 1920, per Certified Ac- 

Countanty 225s Slo ecertenancremiete ee $1,093,277.24 
Add: 


Suspended Earnings and Adjustments ap- 
plicable to the year 1919............. 302,889.17 


bi i eS BOS 
Additional Depletion and Amortization of Oil and Gas 
Leases applicable to period prior to January 1, 1920, 

and Amortization under Section 234 of Revenue Act 

TODS ie hate ceveje vote exeiececsictelurars miata ele verers eerterere ater ie ane 


Balance of Unearned Surplus December 31, 1919, carried 
to Balance Sheet 


40,611,288.33 
2,422,963.29 
16,047.73 


$61,605,635.60 


$ 5,600,861.21 
468,413.20 


$ 6,069,274.41 


3,823,991.72 © 
$ 2,245,282 69 


1,396,166.41 . 
$ 3,641,449.10 


1,218,485.81 


$ 2,422,963.29 
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BANK ACCOUNTS—Chase National Bark, New York, N. Y.; Me- 
ehanics and Metals National Bank, New York, N. Y.; Chatham & Phenix 
National Bank, New York, N. Y.; National Bank of Commerce, New 
York N. Y. 


S. G. CORPORATION 
Analysis 


This is a very large oil corporation, and shows a strong posi- 
tion. The quick assets are nearly four and a half million to pay 
less than two million. The real estate and leases constitute a large 
part of the total worth, a factor to be expected. The company 
has issued ten-year bonds to the amount of $9,426,500, and sold 
them at a discount, which is held as an asset to be retired by amor- 
tization. This is permissible. The equipment trust obligations 
are notes or bonds issued against tank cars and other movable 
assets. ‘The reserves are substantial, but whether sufficient or not 
depends upon the quality of the audit. The company’s current 
condition is substantial and fortified by a large volume of fixed 
assets that have large earning capacity. This is the age of oil and. 
al) well managed oil companies are bound to profit thereby. 


CHECKING LETTERS 


PuiLapeLpuia, April 8, ——. 

Replying to your inquiry of the 7th instant, the S. G. Cor- 
poration of New York City opened an account with this institution 
in May, 1917. We have fixed a substantial line of credit for the 
company, but no use has been made of this accommodation up to 
this point. 

Mr. S. is recognized as a constructive Jeader with a large 
grasp of the oi] business. A member of a local banking house 
whose firm participates in the financing has made a careful investi- 
gation, and while there is a tendency to expand the business and 
fixed investments to the limit, our informant has a favorable opinion 
of the property and the management. 

On September 22nd the stockholders of the company ratified 
a plan for the consolidation of the three interests under the style 
of the S. C. Oil Corporation with an authorized capitalization of 
5,500,000 shares, all common stock of no par value. 

The paper, in our judgment, constitutes a good risk and we 
have been satisfied to take it for our outlying correspondents when 
the choice is left to our discretion. 

Please receive the above in strict confidence and without lia- 
bility on the part of this bank or the writer. 

President. 


New York, March 20, : 
Replying to your Jetter of inquiry of the 17th instant, the 
S. G. Corporation carried an entirely satisfactory account with us 
from the time of its organization. They have not borrowed from 
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us, but we have been loaning one of their affiliated concerns a very 
substantial amount, having not long ago increased the lines of 
accommodation, which is probably the best evidence we can give of 
our confidence in the organization. 

No doubt you have noticed various items which have appeared 
in the newspapers bearing upon the formation of the S. G. Oil 
‘Corporation of New York to effect the consolidation of various 
interests. The consolidation was ratified at a meeting of the stock- 
holders of the three companies, held quite recently. There will be 
no change in the management and our attitude will in no way be 
altered by the merger. The company represents a complete unit 
in the oil industry, producing, refining, transporting and selling. 
It has some strong banking connections, both here and out of town, 
strong financial interests are identified with the control of the com- 
pany and we consider it entirely responsible for its commitments. 

We trust the foregoing may prove of service to you. 

Vice-President. 


New York, April 9, ‘ 
The S. G. Corporation of this city was organized in 1917 as 
a holding company for various oil propositions. Since its organi- 
zation the company has rapidly increased and expanded and today 
is one of the prominent oil concerns in this country. The regularly 
published statement shows large resources and indicates that the 
company is in a sound financial condition. Its directorate impresses 
us favorably and we are glad to have the account on our books. 
We might add that the account with us is satisfactory in every 
way and, while we have established large credit facilities, we find 
them infrequent borrowers. We frequently purchase this paper in 
‘the open market for our own account; in fact we have a round 
‘amount on our books at the moment and consider it a good risk. 

We assure you that it is a pleasure to be of service. 
Assistant Cashier. 


J. A. D. COMPANY 
MaNvuFACTURERS oF CHAIRS 


Worcester, Mass. 


AssretTs 
ashrih, occ ntitintatemaate sae eae ES ee RT Te ae $ 30,444.52 
Cash Surrender Value of Life Insurance....... 30,375.35 
Accountsalteceivablenac sciences een eee 24.7,859.09 
Notes Receivable. os csc anne eee eee eee 29.CO 
Inventories of Merchandise.......... Re AS ors Fotans 495,915.57 
—————  §$ 804,693.53 
Real Estate and Plant at Worcester........... $394,549.49 
Kquipment ate brancheseswaasas unc cea se eieas 12,998.43 
a 407,547, 
repaid Expense  Ttemsé: sh. « ve onac etev sion adee eer 1474.19 


$1,223,645.5T 
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LIABILITIES: 
INOleS | Payables etna sacicins ies ate cee resale nian $332,500.00 
INCCOUDLS HEEL AV ADIOM ferrets ete srs o¥e sis eVersielaeie erars el oiiers 23,740.99 
—————. $_ 356, 240,99: 
Wapitall Stocks ..ccssaceee caso ace eta neler ey niste eers $500,000.00 
MULPlUS Hc... eeisciec fetta omies se nce abet eee oes 283,581.08 
Heserves 100 Depreciation, tC; ise ice eriees se « 83,823.50 
ee 867,404.58: 
$1,223,645.57 
Total Net Karnings for Year....... $87,388.78 
Pividends: Paid aeecnctesasie tees ee aes 30,750.00 
$56,638.78 


Transferred to Res, for Depreciation 13,171.56 


Balance, transferred to Surplus...... $43,467.22 


We hereby certify that we have examined the books, accounts and 
inventories of J. A. D. Company for the period of one year ending Sept. 
i , and the above balance sheet, which is in «ccord with the books, 
in our opinion, correctly represents the financial condition of the company 
as of September 30, ——-. The plant was appraised as of November 2, 
1912, by the National Appraisal Company of Boston, and now stands on 
the books at the appraised value plus actual cost of certain additions since 
the appraisal. 


(Signed) Watnron H. Rann & Co,, 
Certified Public Accountants (Mass.) 


J. A. D. COMPANY 
Worcester, Mass. 

This business was established in 1839, and was incorporated in 1902. 
F. C, and G. A. D. are the active managers. They have been connected 
with the Company since boyhood, and are regarded as men of high 
character and ability, giving their whole time to the management of the 
Company’s affairs. 

The Company manufactures chairs of all kinds, cane webbing, reeds 
and rattan products. They are sold freely for their requirements, and 
are reported as discounting all bills. 

S»Les—$1,405,188.24 

In addition to the net earnings of $87,388.78 shown on the statement, 
the Company paid a Government tax of $12,788.78. 

Endorsed—G, A. D., F. C. D. 

BANK ACCOUNTS—International Trust Co., Boston, Mass.; First 
National Bank, Boston, Mass.; Girard National Bank, Philadelphia, Pa. 


J. A. D. COMPANY 
Analysis 

This chair manufacturer in New England dates from 1839 and 
shows a good statement—2.2 to 1. The notes receivable are nil. 
The valuation of the plant is stated at $394,000, which is ex- 
plained in the certificate of audit. The accounts payable are small 
and the reserves substantial. The net increase in surplus for the 
year was $43,467.00. This paper should prove most satisfactory 
as a bank investment and has no unfavorable features. There 

should, however, be a reserve for income tax. 
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CHECKING LETTERS 


PuitapeLpuia, Oct. 2, 


In answer to your letter of 1st instant, inquiring relative to 
the J. A. D. Company, we beg to say that the account has been 
with us for a number of years and we do not hesitate to extend to 
it a good line of accommodation. 

We recently reinvestigated as to the standing of the proposition 
with others and found that it continued in favor with those having 
direct relations with it, and that both the financial and moral phases 
of the risk were regarded as good. 

The Company’s financial statement, audited by certified ac- 
countants, shows a very good margin of quick assets cver liabilities. 

Vice-President. 


Boston, Oct. 4, : 


The J. A. D. Company, about which you inquired in your letter 
of the first, is a large manufacturer of chairs and is the outgrowth 
of a business established many years ago. The current statement, 
that of Sept. 30, ,» makes a satisfactory showing and, when 
compared to the previous year’s exhibit, shows progress. The other 
depository banks apparently entertain a favorable opinion of the 
risk, for each expresses a willingness to extend accommodation 
whenever called upon. The management rests in the hands of 
gentlemen of experience and reliability, all of whom have been 
connected with the business for a great many years. A satisfactory 
account is maintained with this institution, and although we are 
pleased to extend substantial discount privileges, the company is 
entirely out of debt at this writing. We believe the note, as offered 
to you at this time, constitutes a safe and desirable investment. 

Kindly treat the foregoing in confidence, without recourse to 
ourselves. Credit Manager. 


H. J. B. COMPANY, BOSTON, MASS. 


Iron, SuHeet MeErats 


Cash on Hand and in Banks................-- $ 10,614.51 
Accounts Receivable—Customers... $352,200.76 
Accounts Receivable—Due from Of- 


ficers or Employes............. 3,232.72 
————_._ 355,433.48 
Bills Receivable—Customers ..............+.0 10,614.51 
Merchandise (ess than’ cost)... 200s eee 514,623.82 
Wiberty. Bonds). 3.2.) ccc eae sicite meee eens 198,496.02 
$1,089,782.84 
RUOR IL HISCA LG's aes ios cers aiciare's mie Sroreisic eyuns ohe teretale REE ee 108,334.22 
Machinery e and PE ixtures:) cies esis isr peer SS a608 2,000.00 


$1,200,116.56 
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LIABILITIES: 

SiS Prayaplen «si cnccea ec atefice sen es ssfetere Seas $ 75,000.00 
EXCCOUMLSME AV ADIGE Mitare erathe-s o'slciereta aconsinionts ore raletorste 167,752.22 
Divers toy individ alse. eich cet ics cists oats 1,968.75 

——————— _ $ _ 244,720.97 
MRVESENV.GGN eeepc cee cares oat Sorat d Sievcin elete rarecetene Tota 300,000.00 
Capital *Stock—-Preferred <.es ic sayc00se 5 ce $200,000.00 
Capital Stock—Common 2. .jsj..6 5100 see ieee 100,000.00 

lane eaaEEnET 300,000.00 
MOSUL PLUS apace cratlalare spe ares eic bate clera ire tera tare tense racer cemtaeectin eg) eerettee mee 355,395.59 


$1,200,116.56 


(Signed) H. J, B. CO., 
H. J. B., Treas. 


BANK ACCOUNTS—Webster & Atlas National Bank, Boston, Mass.3; 
Metropolitan Trust Co., Boston, Mass.; Massachusetts Trust Co., Boston, 
Mass. 


BROKER’S COMMENT 


This business was established by H, J. B. in 1888 and was incorporated 
under Massachusetts laws in 1894, with a capital of $20,000. The Company 
enjoys the full confidence of financial institutions, and its officers are 
spoken of as men of excellent business and executive ability. 

A steadily increasing volume of business is reported, and operations are 
on a very profitable basis, as is shown by the fact that the Company has 
for the last two years paid taxes to the Government of approximately 
$250,000 each year. In addition to this, the regular 7% on the preferred 
and liberal dividends on the common have been paid. 


SALES 
1916 1917 1918 
$1,530,779 $2,361,328 $2,581,795 


In the trade the Company is reported in highest credit, taking advan- 
tage of the shortest terms whenever substantial discounts are granted. 
Ample insurance is carried at all times. 


H..J..B. CO. 
Analysis 


This steel company has paid half a million in taxes to the 
Government in two years, showing substantial earning power. The 
cash would seem small for a million dollar concern. The bills 
receivable are nominal. The merchandise has been valued at less 
than cost—presumably at the market, which has no doubt felt the 
effects of peace. The accounts payable would seem large, but rep- 
resent about one month’s purchases. The capital has increased from 
company’s affairs that clears up all doubtful points. The statement 
$20,000 to $200,000 and sales have increased a million dollars in 
two years. What effect the war has had and peace will have on 
affairs of the company. The checking letters throw light upon the 
such a concern can only be known by a close examination into the 
is a particularly good one and the paper would pass as prime. 
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CHIECKING LETTERS 


Boston, Mass., August 2, : 


The H. J. B. Company, subject to your inquiry of August Ist, 
are large jobbers of iron, steel and metals, and the business is an 
old, well-established one, having been originally established in 1888. 
The Company has favored us with one of their accounts for several 
years and has won our full confidence. We extend them a sub- 
stantial line of accommodation, of which they make moderate and 
infrequent use, and during 1918 they were entirely out of our debt 
the greater part of the year. Mr. B., who is the dominant factor, 
is a straight-forward hard-working man who has built up the busi- 
ness to its present proportions from small beginnings. It is distinc- 
tively a jobbing business, and the salesmen cover all of New Eng- 
land and probably go into New York State. 

In the last few years they were fortunate in having big stocks 
of merchandise on hand, which showed them a handsome profit, so 
that their statement to-day is a most attractive one. The last figures 
we have on file are those of December 31, , which show, as 
you probably know, $1,089,749 to pay $244,720. This did not 
include their taxes, but the Company has been in sufficiently liquid 
condition to handle these payments without embarrassment. The 
Accounts Receivable are well scattered and the losses from bad 
debts have been remarkably low. The Inventory, which is the most 
important item, was taken on a very conservative basis. 

The Company is well spoken of by the big steel and iron 
industries, and we have no hesitation in commending their note as 
a safe investment. 


Vice-President. 


Boston, Mass., August 2, ——. 


Your inquiry of the Ist inst. at hand, regarding H. J. B. Com- 
pany. In reply beg to say that the within named is one of our 
valued depositors and came here highly introduced. We have had 
occasion to look into their financial affairs, and, on the strength of 
our investigation, have extended to them our limit, i. e., $60,000. 
They take care of their obligations in a prompt manner and maintain 
fine balances at all times. Mr. B., the treasurer of the Company, 
is a man of very high standing and of exceptional ability in his 
line. Therefore, judging by our experience and our knowledge of 
the Company, we feel that their paper should prove a safe and 
desirable banking investment. 

Trusting the foregoing will be of value, we are. 


Vice-President and Treasurer. 
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CITY RUBBER COMPANY, PENNSYLVANIA 


Manuracturers MecuanicaL Russer Goons, Tings 


December 31, —— 
Dun Rating—AaAl 


Bradstreet—G Aa 
ASSETS 
Current Assets: 
Cash in) Banks: and on Fland. cc «scr cs alts ob $203,448.37 
INOTESMIRECEIVADIE Foccire te sate ee Suiste ateters cress eare 28,142.41 
Accounts Receivable: 
Customers, less Reserve......... $316,268.94 
Officers and Employees......... 113,185.06 
———— 429,454.00 
ANVENTOTICS "Se es saan Soe he siete acars Belalcw mae ees 828,451.92 
HSTVESTIMIEN ES fo ser shcss revere tsltacerccroteie mies’ sia) alaycine avoi Pers enstotetnieters iaraie 
Fixed Assets: 
Land and Buildings—Philadelphia............ $19,200.00 
Land and Buildings—Wissinoming........... 483,865.44 
LUGO NA chooob oneo cond dnidy Pon UMUpOEOnOEe 656,003.72 
Power Plant, Machinery and Equipment...... 185,994.90 
EAC LOLV MEL EULEG iereie een crete olosielerciererereleleiolcie 197,531.32 
Moulds, Forms and Small Tools .............. 279,610.64 
Office’ Furniture and Fixtures:...: ......)....+.. 74,096.93 
Unexpired Insurance, Prepaid Advertising, etc............ 
Patents, Trade-Marks and Good Will ..........«......--. 
LiaBinities 
Current Liabilities: 
Notes Payable—Banks and Bankers.......... $450,000.00 
PACCOUNES MAY AD ICN vartcliiae sees aierseisale sisielerciovs 93,813.64 
ANGORTEE! WHEE Gis cocanasoneonocno.acaccer 10,001.24 
Two-Year Notes—Due December 31, —— ................ 
NORE GARG Ay AD Le arcu tor tolete nafelers sienereteraletere etersi eisvotetee stereos 
HVESCEVE sf Ore) CPKeECiatlOnig stareic rete crsie sie ais\sierevele a etelere(elavelere verse 
Capital Stock: 
Preferred—6 per cent. Cumulative.......... $2,000,000.00 
ACOMMMNO Nem tteinia. dats thie eie erniehese aie wieiois ae iale aoits 3,000,000.00 
$5,000,000.00 
IDGEGE scoonolbnte 79050 peasrue eo eomaaano rae 264,929.05 


Contingent Liabilities Ascertained—None 


CERTIFICATE OF AUDITORS 


$1,489,496.70 
182.00 


1,896,302.95 
24,139.17 
2,655,955.85 


$6,066,076.67 


$553,814.88 
230,000.00 
12,500.00 
534,690.84 


4,735,070.95 
$6,066,076.67 


We have examined the books and accounts of the City Rubber Company 


for the year ended December 31, 


, and hereby certify 


that, in our 


opinion, the foregoing balance sheet correctly sets forth the financial posi- 


tion of the company as at December 31, 


(Signed) MARWICK, MITCHELL & CO. 


(Signed) CITY RUBBER CO. 
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This business was started in 1885, with a small capital of $2,500. Mr. 
A owns practically all of the stock of the company with the exception of a 
few shares outstanding for voting purposes only. 

‘'he company manufactures rubber belting, hose for every purpose, 
sheet and rod packings, valves, gaskets and tires. : : 

The fixed assets of the company are carried at cost price, which the ap- 
praisers estimate are worth fully $800,000 in excess of what the company 
earries them on its books. 

Sales for the year ended December 31, ——, amounted to $2,009,887.57. 

‘he company reports they paid no dividends. 


BANK ACCOUNTS—National City Bank, New York, N. Y.; First Na- 
tional Bank, Chicago, Ill.; Penn National Bank, Philadelphia, Pa.; 
Fourth Street National Bank, Philadelphia, Pa. 


[RUBBER COMPANY’S STATEMENT SHOWING LOSSES IN DEFLATION 
PERIOD OF THE WAR, 1920-1921 | 


CITY RUBBER CO. 
Analysis 


This rubber company manufactures rubber belting, hose for all 
purposes, packing, valves, gaskets and automobile tires. The com- 
pany started in a small way in 1885 with a capital of but $2,500 and 
the stock is, with the exception of a few shares, owned by the presi- 
dent. It is, therefore, a “one-man” company. The progress has 
been remarkable. The sales for the year were $2,009,887.57, 
or at the rate of $166,000 a month. The ratio is $1,489,496 to $553,- 
814, or 2.7 to 1. The cash position is strong. The notes receiv- 
able are nominal—$28,142.41. This is as it should be. The ac- 
counts receivable (customers’), $316,268.94, are about two months’ 
sales. Accounts receivable (officers’ and employees’), $113,185.06, 
would seem entirely too large and the reason for these accounts 
should be inquired into. This item would seem to represent ad- 
vances made to the officers and employees on open account. It does 
not look well. 

The inventory, $828,451.92, is not certified to as to method. 
The auditing concern is of high order and we may accept this as 
conservative for this reason. The rubber market broke heavily dur- 
ing the deflation period and rubber goods became very cheap, both in 
the raw and finished state. 

The plant investment will be found to total $1,896,302.95. 
This is specialized machinery, fixtures, moulds, forms, etc., and of 
no use except in rubber manufacturing. The plant would not bring 
much more than the value of the land and buildings in liquidation. 
It is valuable for the use of this firm only. The unexpired insurance, 
prepaid advertising, $24,139.17, is properly set up to show expenses 
paid for which the benefit is yet to accrue. Patents, trade-marks, 
good will, $2,655,955.85, is a large item. The established trade of 
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this concern, its name in the tire and rubber market, has a value, ne 
doubt; yet it constitutes nearly one-half the total worth of the con- 
cern. We must eliminate this item largely in an analysis of this 
statement. The value of these items is problematical. Competition 
is keen in the rubber business and it must spend large sums advertis- 
ing in order to hold its good will from being crowded out. 


Notes payable, $450,000, are in a round amount and indicate 
commercial paper without doubt. Accounts payable are $93,813.64. 
Allowing a mark up of one-third, the cost of goods sold is about 
$1,500,000, or at the rate of $125,000 a month. The company, 
therefore, has less than a month’s bills unpaid, which indicates that 
it pays promptly and takes its discounts. Accrued wages, $10,001.24, 
are nominal. 


Two-year notes, $230,,000, due December 31, It might 
seriously embarrass the company if in an adverse money money mar- 
ket these notes could not be renewed or paid. The maturity of the 
notes might make it necessary to sell commercial paper to take them 
up and this is against the fundamental rules regarding such paper. 

Mortgage payable, $12,500. If the mortgage covers the plant, 
it is insignificant and the plant is essentially free of lien. No other 
mortgage debt is mentioned and it may be assumed that the fore- 
going comment applies. 

Reserve for depreciation, $534,690.84. Instead of setting up 
a depreciation on account of plant and machinery, and deducting the 
same from the asset figure, this firm has set up a liability in the form 
iof depreciation, which accomplishes the same purpose. This account 
is more than one-third the plant and equipment account and would 
seem to be sufficient. 

Capital stock, $5,000,000. The company has two classes of 
stock outstanding, preferred and common. The preferred is cumu- 
lative, which means that the dividends accrue. If they are not paid 
in one year they accumulate in next year, and are similar in this 
respect to interest on a bond, which runs until it is paid. 

Deficit, $264,929.05. The company has evidently had a bad year. 
Whatever of surplus it had accumulated previously was eliminated 
and a deficit of over a quarter of a million suffered besides. This 
does not necessarily mean that the company actually lost that 
amount in cash, but that it readjusted its merchandise account, and 
in so doing showed this deficit. Without comparative figures we are 
unable to ascertain this point definitely, but it is more than likely 
that the company had a large stock of raw and manufactured rub- 
ber in stock, purchased or contracted to be purchased in a high mar- 
ket. Its war profits had undoubtedly gone into plant and stock; and 
‘in the deflation these profits have disappeared and a deficit shown. 
This deficit could have been concealed by eliminating the deprecia- 
tion account, or by making it less in amount, but the banking world 
will honor and trust a concern which takes its losses in this out- 
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spoken manner. By virtue of the high ratio and the cash position, 
and admitting that some features of this statement are open to In- 
quiry, it would still rank as prime paper. 


CHECKING LETTERS 


The City Rubber Company is one of our desirable accounts 
and we provide single-name credit up to $300,000 with a small part 
of the line in use at present. The volume of this company is made 
up of hose, mats, tubing and sundries, with tires comprising a rather 
small percentage of the total. The December figures show an easy 
position with considerable of the debt deferred and a large part of 
the current liability offset by substantial cash balances. The prin- 
cipal, Mr. A., is very well known to us as a good business man and 
one inclined toward conservatism. He is a director in the First Na- 
tional Bank, this city, and under his management the business is 
usually operated with good profits. Last year there was a consid- 
erable falling off in sales and a net loss recorded. Our views of the 
risk are entirely favorable and, in our opinion, the note constitutes a 
very safe bank investment. 

Assistant Cashier. 


The business was established by Mr. A., the president of the 
present corporation, a good many years ago, and it consists in the 
manufacture of rubber belting, hose, packings, tires, etc. 

The last revision of our file was completed in the fall of 1921 
when the information which we received from trade and banking 
quarters was of a satisfactory character. Merchandise bills were 
reported as having been discounted or paid promptly. Other bank- 
ers informed us of the extension of substantial credit accommoda- 
tion. Mr. A. is a director in one of the large banks and he is well 
referred to. 

An account has been carried with us for a number of years and 
we are not called upon for credit accommodation. The account with 
us has been conducted in a satisfactory and agreeable manner. 


Assistant Cashier. 


The City Rubber Company about which you inquire have been 
clients of ours for several years past and we are favored with very 
fair balances, considering the fact that they have never found it 
necessary to ask us for any credit favors. Under the circumstances, 
we have not found it necessary to keep in close touch with the con- 
cern’s affairs and have made no recent checking through their East- 
ern connections, although in the past our investigations there have 
resulted in very favorable reports. 

We understand that there are liberal credit lines available for 
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their use and we have gained a gocd impression of the proposition 
and its management. 

Audited statement of December 31, , indicates a substan- 
tial loss as a result of the very unsatisfactory conditions in their 
line, but the showing appeals to us as a liquid one and we feel that 
they are in excellent position to take advantage of any improvement 
in the general business situation. 

In our estimation the company is a sound mark for credit 
favors and we feel safe in recommending it to our friends when 
ealled upon. 


Manager. 
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PENNSYLVANIA WAREHOUSE COMPANY 


WarrEHOUSEMEN 
ASSETS 
Cagh otk oh Ce eee eee $153,120.53 
*Customers’ Liability under Bills Payable issued to 
them (secured by merchandise)..........--..--- 882,744.65 
Merchandise Loan, in Liquidation (secured)........ 31,043.25 


Investments at book values: 
Liberty Bonds (par value $500,000)... $477,452.82 
Bonds, Notes, Stocks and Mortgages. 1,146,628.26 
Miscellancouss sera. <i eee 68,960.72 


(Market value of Investments $1,556,924.46).. 1,693,041.80 
Real Estate at book value (actual value $421,601.86). 258,128.28 


Equipment and Supplies, Farm and Coal Properties. . 10,042.00 
Interest Accrued on Investments ................-.- 17,973.47 

$2,991,093.98 

LIABILITIES 

*Bills Payable issued to Customers................ $945,645.00 
Reserve LOPS VAXES. 7 Wee cscs cis es eee ae ee 12,645.96 
Other Liabilities 0.4..4555..2c kate eee ee oe 370.00 
Capital Stoeko. os). sasseen eines Witenes eee teen er 1,000,000.00 
Surplus and Undivided Profits ................... 1,032,433.02 

$2,991,093.98 


We report that we have audited the accounts of the Pennsyl- 
vania Warehouse Company for the year ended December 31, ; 
including an examination of the securities owned and all documents 
supporting Customers’ Liability under Bills Payable issued to them, 
secured by merchandise, and we hereby certify that, in our opinion, 
the foregoing statement correctly sets forth the financial condition 
of the company as of that date. 

(Signed) Lypranp, Ross Bros. & Montcomery, 
Accountants & Auditors. 


_ “The difference in the amounts of there two items is occa- 
sioned by cash payments made to the Warehouse Company in an- 
ticipation of the maturity of Bills Payable issued to customers. 


BANK ACCOUNTS—Bank of North America, Philadelphia; First 


National Bank, Philadelphia; Girard National Bank, Philadel- 
phia. 


[WAREHOUSE sTATEMENT | 
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PENNSYLVANIA WAREHOUSE COMPANY 
Analysis 


The business of this company consists in advancing its promis- 
sory notes directly to its customers upon the security of warehoused 
merchandise deposited under the customer’s obligation to the com- 
pany to supply funds to meet the Warehouse Company’s note at 
maturity. The company does not own or conduct a public storage 
warehouse. 

The merchandise is inspected and carefully appraised through 
trade channels and accepted only when it has a ready market and 
affords a margin of 25 per cent. to 50 per cent. on the market value 
of the merchandise (not on the face of the paper), varying in ac- 
cordance with the company’s experience of almost fifty years. 

The fact that the note of the Warehouse Company is issued to 
and discounted by the customer assures the purchaser thereof that 
it is practically two-name paper. As shown above, it is secured in- 
dependently of the large amount of quick assets shown on the 
company’s statement; in this connection note the items marked thus 
(*) on their statement, showing that the company has no debt other 
than this secured paper. 

The company’s sole business being the advancing of its “credit” 
(which is its promissory note), it necessarily employs its capital 
and surplus as a reserve for the additional protection of the holders 
of its paper. Its policy is to invest these funds in high-grade secu- 
rities commanding a quick market. 

The cash position is good. The company holds the merchan- 
dise, issues its notes to the owner, and instead of holding the mer- 
chandise as asset, holds the obligation of the owner. The merchan- 
dise, being under the control of the company, is security for from 
25 to 50 per cent. in excess of the amount of notes outstanding. The 
company has invested heavily in Liberty Bonds ($500,000) and 
holds other securities to the extent of over $1,200,000. It holds 
real estate of $421,601, scaled down to $258,128.28. 

It has issued its bills payable to customers for $945,645, has a 
capital of $1,000,000 and a surplus of $1,032,433, and is in a very 
sound position. The paper passes as prime in banking circles. 
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V.&S., NEW YORK CITY 


AssETs 
OFT Uy Ae mR RE MLN eel iAP one QM ANCA $61,372.30 
Accounts ‘Receivablea.4.. © welers os i telonneenetoretoreteter 397,297.84 
Notes ‘Receivable in... sSivaceeies's were 6 vincie ees oiealama 1,555.83 
Miscellaneous, A/R oS. 4c: crevasse © eistels eile te tsrets 2,486.00 
Stock in Trade. (estimated). 0:00). tier ss osierene ver 941,000.00 
Kurnituresand) Fixtures 6.) he eee eer ee 6,198.34 
Total. Assets... ./.c.¢ cage seme Sate oem $1,409,910.31 
LiaBILITIES AND CAPITAL 
Notes Payable, all through M. L. & Co............. $587,500.00 
Accounts’ Payable .).:3)5/. ce sie sno eee hg eee 76,695.90 
Total) Liabilithegiicc.ccicc's sla ces ne eta eee $664,195.90 
Capital rai. cols a.sle aelecs aye sie ee kee teurlan nieegeet ene ee 745,714.41 
Total’ Liabilities and Capital’... 5-40. 25s $1,409,910.31 


(Signed) V. & S. 


The firm informs us that their merchandise is now at its peak, 
and likewise its liabilities. The best season of the year is in front 
of them, in that it prevails from March Ist until July 1st. 

The above figures indicate: 


Quick Assets es en cc cos ots eee eee $1,408,791.97 
Carrent: Liabilities.) ooucun sc ras aes aie eee eee 664,195.90 
Net@Q dick (cis oc ee el re A ee $739,596.07 


RATIO: 2.11 


The bank lines are entirely open. We checked them in the 
trade on February 2, » and found them discounting in all quar- 
ters addressed. 


[STATEMENT GIVING NO INFORMATION AS TO CHARACTER OF BUSINESS 
OF CONCERN | 
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V.&S. 
Analysis 


This is a simple statement and contains as few items as can be 
found in a credit statement. The assets, with the exception of furni- 
ture and fixtures ($6,198.84), are all quick and the ratio is a trifle 
over 2to 1. The nature of the business is not stated. Sales are not 
given and no estimate of the receivables and payables can be made. 
The stock in trade (inventory) is “estimated”. This does not meet 
a credit man’s requirements. The accounts payable seem to be 
small. The capital as shown is substantial. The merchandise is 
stated to be “at its peak” and the liabilities likewise. The bank 
lines are entirely open and a checking in the trade indicates a sound 
position. 

I would not buy this paper, although it analyzes well, for the 
following reasons: (a) The statement is unaudited; (b) merchan- 
dise is estimated; and while it may be an honest statement, it is sub- 
ject to no independent check, which is so essential to a proper ap- 
praisal of business. The brokers should not issue statements open to 
so many avenues of attack. 
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COMMERCIAL GROCERY COMPANY 
Wuo.esaLe AND Retain Casu Stores 


Virginia 


ASSETS 
Current Assets: 
Cashisa wikecaic Ghia eee $51,957.09 
Accounts Receivable: 
Trade Debtors (Net—after 
Reserve of $8,528.81 for 
Doubtful Accounts).... $90,071.06 


Claling. vx harden yee 1,240.74 
Other eiyacs «vatenslovelos syeparers 1,382.40 
Ai age ga4iso 
Notes Receivable Trade Debtors........ 8,425.30 
Merchandise Inventory (priced at lower 
Of ccostvor: market) ow. ca cis sole eee 535,496.06 
Lotal Current “ASsets: . os cre ss ots set nce ieee eee $683,572.65 
Investment: Stocks \..2.55.5 2 Se ecto a ale es onc erohtern eee 500.00 
Property: 
ESCORES aise See ee $220,208.40 
Delivery Equipment ....... 82,366.53 
Leasehold—Monticello Ave.. 19,916.65 
322,491.58 
Less Reserve for Depreciation......... 127,993.49 
194,498.09 
Deferred Debit Items o.. 25 Jet cece. cee ee eee 12,350.30 
Total Assets os. oi eae a cee ee ee $890,921.04 
LiaBILities 
Current Liabilities: 
Notes Payable—Banks ............... $200,000.00 
Accounts Payable ......... $57,293.96 
Officers and Employees...... 20,485.14 
Reserve for Federal Taxes.. 8,255.35 
86,084.45 
‘otal Current! Liabilities)». 4200. ee eee $286,034.45 
lh 0) Ut Sa eR a Ns bis SAS AA neha scare 169,886.59 
Capital Stock (authorized 5,000 shares of $100 each, 
SesHed 45850) <5 os bin occu pene eee ee ee 435,000.00 


SOIR Parr ee nets endl jer $890,921.04 
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CERTIFICATE 


We have audited the books and accounts of the Commercial Gro- 
cery Company for the six months ended December 31, , and 
hreby certify that, in our opinion, the above general balance sheet as 
of December 31, ——, is correct and that the books of the com- 
pany are in agreement therewith. 

(Signed) A. Lez Rawuitnes & Co., 
Certified Public Accountants (Va.) 


Sales. (6+ months )— 2 ee. . WANE a. Fs Sete ees $2,181,016.00 
Net Fronts ( G-months) i sac. 0s 2. cen see eee eee 48,333.95 
Divadend sa atdagy crs deters ors kata ssi often cos areas eres 30,000.00 
POD LHIPEH ng: LobATTALIOS say Ciecay ove alors %.. «.stere le erste aha eters None 


BANK ACCOUNTS—New York Trust Co., National City Bank, 
New York City; Norfolk National Bank, Trust Co. of Norfolk, 
Norfolk, Va. 


ENDORSED: A. Depender outside means $250,000. 


[GROCERY sTATEMENT | 
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COMMERCIAL GROCERY COMPANY 
Analysis 


This is not a large concern, having a total worth under a million 
dollars. The ratio is 2.8, or higher than is considered necessary in 
the grocery line. The sales are at the rate of $350,000 a month, and 
the accounts receivable are only $92,694.20, or about one week’s sales. 
This is highly commendable. Allowing a mark up of one-third, the 
cost of goods sold is approximately $260,000 a month. With an in- 
ventory of $535,000, there are two months’ supply of goods on hand. 
This would give a turnover of about six times a year. 

The plant and delivery equipment is held at $322,491.58, with 
a depreciation of $127,993.49, a very heavy allowance for this factor. 
The company has $200,000 commercial paper outstanding. It has 
$57,293.96 accounts payable, or about one week’s purchases. It 
takes its discounts without doubt. 

The officers and employees are creditors to the extent of $20,- 
485.14. It cannot be that the company has found it necessary to 
borrow in this manner, since it is strong enough to borrow of banks 
for its full requirements. The better way, if these men are invest- 
ing in the company, would be to sell them stock; and it may be this 
represents part payments on account of stock subscriptions. If so, 
it should be stated. 

The reserves for taxes are $8,255.85 and the surplus $169,- 
886.59. With the heavy depreciation account, this would seem to be 
a real surplus. The paper bears the personal indorsement of Mr. 
Depender, who has an outside worth of $250,000, thus materially 
strengthening the paper. 

The merchandise is valued at cost or market, whichever is 
lower, and there are no unfavorable comments to make in this regard. 
In fact, this statement, although of a small concern, analyzes very 
well. It would be a safe purchase. The company is making a net 
profit on gross sales of about 2 per cent., but over 20 per cent. on its 
capital. This paper responds to all the tests usually made in re- 


spect to grocery paper and the concern would seem to be in an ex- 
cellent position. 
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THE GRAY HAT MANUFACTURING CORPORATION 


New York 
AssEts 
CURRENT: 
CashonsBanksand: On ean hic. ee ctesttoe aleve tote srsteretaverees $84,165.30 
Notes Receivable=——Customers’ i s...c ass ae soeicie edie ereitece 30,406.88 
Accounts Receivable—Customers’ ............ $567,869.97 
Less Reserve for Discounts ..........-...+% 20,200.20 
SSeS 547,669.77 
ACCOUNTS RECEIVADLE—SUNAIY a wees sera mi cete ose reer 2,764.44 
Advances to Salesmen and Employees................5+++: 47,737.19 
Inventories at Cost or Market, whichever is 
lower: 
Raw Material and Supplies................ 379,816.07 
Works invRroCess: scene cc eo vse eiislalaieieane 454,451.34 
HUMISHEGePrOducts sities 1s 4G) teen lesierele ee «ae 234,649.65 
Sire Woe EL aAtSs craveyssaete «tiers e Avevere slate, cseis ers ene APKC 10,387.69 
«1079.20 75: 
Advance Payments on Merchandise .................+-+-- 9,849.12 
Prepaideinsunance,, interest, and wl axes.icllecrtislsreiis cin 31,175.93: 
$1,833,073.39' 
Deposit with Trustee for Redemption of Bonds.......... 30,916.69 
6 x cent. Certificate of Profit—Atlantic Mutual Insurance 
Ree on a kar OE eS 1,760.00 
Land, Buildings and Machinery, based on Appraisal, less 
Mortgage Cull Deena sonhooouanebdosousianoooonc 1,415,126.62 
Goon Wisi cock co nbdoundeoodoobHOOb oD oOnSOerADoDNOGuDES 750,000.00 
$4,030,876.70 
LiABILities 
CURRENT: 
Notes Payable—Banks and Bankers.................2.00: $602,500.00. 
“Accounts Payable— (rade! .0- 3)... 22sec sees $197,523.21 
Wessehveserve for DisCOUNtS (lec. ois slelcle «ss! «1 6,526.39 
$190,996.82 
Oiicerseand eHimplOVveesiare cece) tislel= ere sforels 4,026.60 
SUG? Son 5 codéonoddon eUUpuaneE IrCoOOOdOGn 4,295.17 
SSS 199,318.59 
ACERS WEES osocnpognda0s6 opocdgMuObnDabopopoooonCt 19,827.53 
Due to Salesmen for Commission, etc. ........0sceceeeeee 7,591.75 
$829,237.87 
FRESeLVemiOr W.OMtIN MEM CIES mel tletererelsrelsisle «ierslole lois elerelet ckevere:sferels 10,000.00 - 
First Mortgage 6 per cent. Gold Bonds .................. 950,000.00 
Preferred Stock—8 per cent. Cumulative Convertible...... 1,000,000.00 
Common Stock—30,000 shares of no par value: 
Book Value as at January 1,——.......... $1,118,282.36 
Siete: coguodasbe ros doccmocounooUnn tag OCauot 123,356.47 
1,241,638.83 


$4,030,876.70. 
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We have audited the accounts of The Gray Hat Manufacturing Corpo- 
ration for the year ended December 31, , and hereby certify that the 
foregoing balance sheet fairly represents the financial position of the cor- 
poration as at December 31, ——, and is in accordance with the books. 

(Signed) MARWICK, MITCHELL & CO., 
Certified Public Accountants. 


CREDIT INFORMATION 
Nt: Sales vesavcts Lier irar hietaleeceleielle lane tae aon latoraltete\e leietep Aateseeatn emer etarens $3,077,383.64 
Preferred Dividends Paid... ills oi saleisre sieve ss chensioteversie tyes 80,000.00 
Merchandise valued at the lower of cost or market. 
Mortgage on property not included in bond issue—$31,500 
maturing August, ——. 


Depreciation on plant, etc., charged off .............--+04-. 59,125.21 
Bad DebticharseavOit reso crciocias sicteleteleaiats charsrersteleielor ee nate reste 5,423.97 
Contingent  Liabilityy cn. setcre:ciats) sty eieretecnteyacsiere erelaren tern ererere tats None 
Fire Insurance on Merchandise, Plant, etc.................: 2,383,000.00 
Quick Assets iis. 2.5 wis; os a cveuslay ave elsicle is afoieis ele ieielelel sisvercaicortree $1,833,073.39 
Quickie Debt yatrseics lve soe eiersieretatcheerelaye stars aera eielelaete tetanic 829,237.87 
INGER QUICK cr ierejess sy eleie ies: sieierstetnisielereleitis oie cioreta circ tote iartere $1,003,835.52 


Ratio: 2.21 


BANK ACCOUNTS—National City Bank, National Park Bank, Seaboard 
National Bank, New York City. 


[HAT MANUFACTURER'S STATEMENT | 
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THE GRAY HAT MANUFACTURING COMPANY 
Analysis 


This hat manufacturer shows a ratio of 2.21. The net sales 
were at the rate of $250,000 a month. The accounts receivable are 
approximately two months’ sales, and allowing a mark up of 40 per 
cent., the accounts payable are less than one month’s purchases at 
cost. The hat industry is necessarily a seasonal business with orders 
placed long in advance of their delivery. 

The advances to salesmen and employees is $47,737.19, pre- 
sumably advance payments on their commissions earned. A great 
many salesmen prefer to work on commission basis only, and it is 
customary to allow a drawing account against commissions. This 
item is proper in a great many statements. The company has ad- 
vanced $9,849.12 on merchandise not yet received in stock. 

There is an issue of 6 per cent. bonds outstanding to the 
amount of $950,000, and the company has on deposit with the trus- 
tee $80,916.69 to redeem maturing or called bonds. The item of 
good will is $750,000, and represents an established trade which will 
follow the company as long as the quality of its output is main- 
tained. The conservatism of this item cannot be known in any 
statement and is one of the most difficult of all the items in a credit 
statement to appraise. 

The company owes its officers and employees $4,026.60, the 
nature of which is unknown from the fact submitted; however, this 
is not a large item. There is due salesmen for commissions, etc., 
$7,591.75, which represents undrawn commissions, similar to ac- 
crued wages. The company has set up a reserve of $10,000, prob- 
ably for income tax payments, which become a charge on the first 
of the year. 

The company has a preferred stock issue at 8 per cent. 
amounting to $1,000,000, and 30,000 shares of common stock of no 
par value, held at $1,118,282.36, with a surplus of 123,356.47. The 
land and buildings are held at $1,415,126.62, which, with the mer- 
chandise of approximately $1,000,000, makes the total $2,400,000, 
covered by insurance of $2,483,000, or more than 80 per cent. of the 
valuation. ‘The company has charged off depreciation of $59,- 
125.21, besides paying dividends of $80,000 on the preferred stock. 
Altogether, it is a good statement and the paper may safely be 
purchased. 
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H. E. BROTHERS COMPANY 


Manuracrurers Fires, Rasps, Toots aND STEEL 


New Jersey 
ASSETS 
Current Assets: 
Cash’ in Bank and on) Hand) face scce os «010 1-tey-e $86,371.85 
Accounts Receivable, less Reserves.........-.- 265,510.38 
Bills Receivable accra scree sier-thovelovcislsieiele siearersiciere 51,727.87 
Inventory of Manufactured Goods, Work in 
Process, Raw Materials and Supplies ....... 974,305.41 
Sundry Loans and Advances ..............-- 108,936.40 
Sundry Investments ...........+ssseeeeeceees 15,327.89 
Investments in Subsidiary Companies: 
Hellersr ool Company Geren alelewrcieiiseici sleleleisteel= $150,000.00 
WaixentD ooltCompanyigercteasi-tteetsatalsstelelsiere sels 150,000.00 
exe iiles Comp anyiecceteitesie ee sterseieteets celle 140,000.00 
$440,000.00 
Less Sundry Balances on Open Account....... _ 174,069.87 


Capital Assets: 


$1,502,179.80 


422,930.13 


(As appraised by George W. Goethals & Co., as of June, 1923) 


Hand and Buildings e27 cya see siete letters ereer 092,673.44 
Macainery “and | Bixtures’ (e.ae6sscs ice OG OT 6 911,572.97 
$1,504.,246.44 

Less Reserves for Depreciation .............. 396,688.40 
, $1,107,558.04 
Ratentsa(Books Value) isu \aecmenn ceases 512.00 


Deferred’ Charges to Operations: 


Unexpired Proportion of Insurance Premiums and Interest 
paid in Advance 


CC i rr 


1,108,070.04 


10,320.00 
$3,043,499.97 
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LiaBILitTies 
Current Liabilities: 
Notes Payable to Banks and Brokers........ $530,000.00 
INotesmay ables tou Othersijorre care reteset tereieee7s 19,181.29 
$549,181.29 
Accounts Payable including Accrued Payroll.. 23,308.80 
IDSNOSS TENS: gogsgn sans oodtnooaoocooaneC 34,075.84 
Accrued Personal and Property Taxes........ 16,800.84 
———_ $623,366.77 


Notes Payable Due July 31, 1930 (including 
$128,700.00 due guarantors) .............. 156,700.00 
Capital Stock: 
Preferred 7 per cent. Cumulative:- 
Authorized $200,000.00. Issued 
1,983 shares of $100 each......... $198,300.00 
Common: Authorized $500,000.00. 
Issued 4,980 shares of $100 each.. 498,000.00 


$696,300.00 
Capital Surplus: 
Arising from appreciation on appraisal of 
HSE OOCEUICS Mare ltcrslsisielereleteyaisterercvorsiets e\cheve/siereisie/= 597,111.58 
Surplus: 
Balance, July, 31, —— ............ $995,238.77 


Deduct loss for year..... $11,339.60 
Dividends paid during year, 
7 per cent. on Pref. S.. 13,877.55 


25,217.15 

————— 970,021.69 
————.__ 9,263,433.20 
$3,043,499.97 


We have audited the books and accounts of H. E. Brothers Company 
for the year ending July 31, , and certify that the foregoing balance 
sheet has been correctly prepared therefrom. The interest of H. E. 
Brothers Company in the subsidiary companies is carried as an investment 
and no part of the parent company’s proportion of the results from oper- 
ations of the subsidiary companies, other than dividends actually received, 
is included in the attached accounts. On this basis, we cértify that the 
above balance sheet is properly drawn up and, in our opinion, shows the true 
financial position of the company at July 31, ——. 

(Signed) PRICE, WATERHOUSE & CO. 


(Signed) H. E. BROTHERS CO. 


SALES for year—$1,181,249.33 
GUARANTEED—P. E. H., A. G. H., G. E. H. and A. H., adding an 
outside worth of $800, 000. 


BANK ACCOUNTS—National Park Bank, New York, N. Y.; National 
Newark & Essex Banking Co., National State Bank, Fidelity Union 
Trust Co., Newark, N. J. 


[ FILES, RASPS, TOOLS AND STEEL PRODUCTS] 
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H. E. BROTHERS COMPANY 
Analysis 


The ratio in this statement is approximately 2.4 to 1. The 
sales are $1,181,249.83, or approximately $100,000 per month. The 
accounts receivable are about 75 days’ sales. The basis for the 
inventory is not stated. The investments in subsidiary companies is 
heavy, $422,000. The plant is independently appraised by a well- 
known firm of engineers. The patents are held at a nominal figure. 
The accounts payable are small, evidently those in process of audit 
only. There is a note issue due in 1980 of $156,000 in the nature of 
debenture bonds. 

The company has marked up its plant by $597,111.58 on re- 
appraisal, which is a book profit only. The statement covers the 
deflation year of 1921 and shows a loss of but $11,389.60, which is 
insignificant. As elsewhere stated, the surplus of any concern is a 
balance wheel to take up the slack, and may be increased or dimin- 
ished by book entries as well as earnings and losses. In this case 
it has been swelled by the mark-up in the plant. 

The paper is guaranteed by the several members of the firm, 
adding a worth of $800,000 to the firm’s own assets, which indicates 
a necessity on the part of the company or a willingness to lend their 
credit on the part of the firm members. With the joint security it 
would be a safe risk; although in guaranteeing the paper the mem- 
bers are risking practically their entire fortunes. In spite of the 
loss, the firm has paid dividends of $13,877.55. 


CHECKING LETTERS 


H. E. Brothers Company, manufacturers of files, rasps, tools 
and steel, is an old-established company in this city. The business 
was founded by the father of the men at present in charge of the 
management and has had a long and successful career. The com- 
pany’s plant is well located, its product is well known, and the man- 
agement’s ability and integrity are of the best. 

Accounts are maintained at several banks in this city and at 
the National Blank Bank of New York, all of whom tell us they 
have entire confidence in the responsibility of the company. / 

We ourselves have had the account for a great many years. It 
is entirely satisfactory, and we loan the company a large amount on 


its paper endorsed by Messrs. We believe this guarantee to 
be of substantial value. 


President. 
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We have a good opinion of the H. E. Brothers Company and 
joan the organization in a moderately substantial manner on own 
paper guaranteed by the principals, whose outside responsibility is 
large. Statement of July 31, , certified by a well-known audit- 
ing firm, indicates a somewhat heavy debt; nevertheless the figures 
reflect a healthier condition than statement of the year previous and 
the surplus shows a material increase, brought about mainly through 
the re-appraisal of plant. In our estimation the company’s obliga- 
tions constitute an acceptable investment. 

Assistant Vice-President. 
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COLD STORAGE COMPANY 
Massachusetts 
AssETs 
Cal WP A eae $98,672.84 
Notes Receivable -.%...5-....-.....- 600.00 
Accounts Receivable ...............- 831,769.25 
United States Treasury Notes ........ 304,125.00 
Supplies mse cess siy cele eles taeien ae 38,499.67 
Total Current (Assets (500s! ce eee $768,666.76 
Investments ¥i.\.4 2c.c(cs eo ore eer $283,544.75 
Insurance etGsstcleet sterner sie ieie enero 50,672.33 
RealHstate suns sece. ses escheat eielorererer 5,657,796.68 
Equipment of Buildings ............. 68,380.65 
VER CIEMERY ir Wiss 10,0151 a leetol opal g wroreta  mearets els 491,277.06 
ROOISSHELCES hie sak cetera o cosreeete ocumere ater 86,717.09 
Street Service Construction.......... 829,592.87 
6,967,981.48 
otal Assets’ se ia cre 2 Lr ee $7,736,648.19 
LIABILITIES 
INGLES ER AVADICN, in vs coreeeie acres $50,000.00 
ACEOUULS “PSY ADIE 3) 54 sss sen conto 64,035.92 
imterestwAccrued |: :s.ces. se erorueeiae ake 8,933.33 
RentsmAccrueds... «aici: ere eae 84,375.00 
Total: Current, Liabilities (2. 23.0. ous eee $157,344.25 
NE OTLCATES’ Pus wpa etar hess cetacean $1,800,000.00 
Capital Stock: 
Siper: cent..P referred. 1... ake aes 1,750,000.00 
COMMON 2) Sete le eel ointe gee ee 8,000,000.00 
Reserve for Depreciation... ..3...0. 758,361.25 
SURPLUS erst Scion vce eer ine eney rec ertaee 770,942.69 
7,579,38038.94 
‘Total. Liabilities..60.0. 5 Scan oe eee $7,786,648.19 


G. H. H., Treasurer. 
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We certify that we have checked the amount of cash in office 
and banks, the amount of investments, and that these items are cor-. 
rect, and that the other items as shown in the above statement repre- 
sent correctly the financial condition of the Cold Storage Company 
at the close of business March 81, : 


WARD, FISHER & COMPANY, 
By Lewis G. Fisumr, 
Certified Public Accountant. 


BANK ACCOUNTS—First National Bank, National Union Bank, 
State Street Trust Co., Boston. 
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COLD STORAGE COMPANY 
Analysis 


This company operates a cold storage business, supplying the 
market district in a large eastern city with cold air. It also stores 
perishable products and general merchandise and makes loans to 
customers on goods in storage. It does not buy and sell for its own 
account. It owns and operates large cold storage plants with mod- 
ern machinery for the manufacture of cold air. The notes offered 
in the market are secured by customers’ notes of equal amount and 
by warehouse receipts with a margin of approximately 20 per cent. 
The customers’ notes and insurance policies are held by a large na- 
tional bank as trustee. The net earnings have averaged about $350,- 
000 a year for five years. 

These are essentially secured notes, and such are relatively 
scarce in the commercial paper market. The liquid position is re- 
markably strong, 5 to 1. It will be noted that the firm has over 
$300,000 in U. S. Treasury notes. Other investments total more 
than $283,000. 

As would be expected from the nature of the business, the in- 
vestment in plant and machinery is heavy, approximately nine-tenths 
the total asrets, or $6,967,981, making it a very large concern in 
its field. At the time this statement was taken the commercial paper 
loans were but $50,000 and its position is remarkably strong. This 
paper has every evidence of unusual strength. 


CHECKING LETTERS 


The Cold Storage Company are very good customers of ours, to 
whom we grant a discount line of $100,000, to be used either on 
their straight note or the secured paper of the company. They have 
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favored us with an excellent balance, and while we would be glad to 
take their paper at any time they have not borrowed for considerably 
over a year. 

This is an excellently organized and managed concern and there 
are interested some of our very substantial local business men. They 
have, perhaps, the largest cold storage warehouse business in the 
country and may very well be considered as a monopoly, in that it 
would be practically impossible to duplicate their properties here in 
this city. Their methods of handling the business and their finances 
are excellent and we are told that they have been studied and copied 
by a great many other concerns in the same line of business in this 
country. 

Their borrowings upon the open market are secured by trust 
receipts against collateral or the paper of their customers deposited 
with the National Bank of this city, and we have no doubt that 
these notes are an excellent type of banking investment. 

Vice-President. 


The Cold Storage Company opened an account with us two or 
three years ago and we give them a round amount of credit which, 
however, they are not using at this time. Prior to establishing busi- 
ness relations with them, we were purchasers of their paper in the 
open market and it is a name very highly regarded in the East. 
They are under capable and successful management and have a 
business that was incorporated many years ago. We consider the 
paper a good purchase and buy it for our correspondents without 
hesitancy. 

Manager Credit Department. 
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